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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Housing— Federal  Housing 
Commissioner 

24  CFR  Parts  203,  213,  220,  221,  222, 
226,  233,  234,  and  235 

[Docket  No.  R -88-1381;  FR-2456] 

Single  Family  Mortgage  Insurance 
Programs  Occupant  and  Investor 
Mortgagors 

AGENCY:  Office  of  the  Assistant 
Secretary  for  Housing — Federal  Housing 
Commissioner,  HUD. 

ACTION:  Proposed  rule. 

SUMMARY:  This  rule  would  implement 
section  406  of  the  Housing  and 
Community  Development  Act  of  1987. 
Section  406(a]  establishes  a  new  section 
203(g)  of  the  National  Housing  Act. 
Section  203(g)(1)  authorizes  HUD  (1)  to 
insure  single  family  mortgages  under 
title  II  of  the  National  Housing  Act,  or 
(2)  to  approve  substitute  mortgagors  for 
single  family  mortgages  insured  under 
title  II,  only  if  the  mortgagor  is  to  occupy 
the  dwelling  as  a  principal  residence  or 
a  secondary  residence,  as  determined  by 
HUD 

Section  203(g)(2)  provides  that  this 
occupancy  requirement  only  applies  if 
the  mortgage  involves  a  principal 
obligation  that  exceeds  75  percent  of  the 
loan-to-value  ratio  or  equivalent 
calculation  under  the  insuring  authority 
involved.  Section  203(g)(3)  exempts  from 
the  occupancy  requirement  certain 
special  mortgagors,  including 
mortgagors  under  the  Rehabilitation 
Loan  Insurance  program  under  section 
203(k)  of  the  National  Housing  Act,  and 
certain  public  entity,  nonprofit, 
serviceperson,  and  other  mortgagors 
under  various  National  Housing  Act 
authorities. 

Section  406(b)  contains  a  number  of 
“conforming  amendments"  that  are 
designed  to  give  effect  to  section  203(g) 
throughout  title  II  of  the  National 
Housing  Act.  Sections  406  (d)  and  (e) 
provide  that  section  203(g)  and  the 
“conforming”  changes  made  by  section 
406(b)  will  have  prospective  application 
only. 

DATES:  Comment  due  date:  December  2, 
1988. 

address:  HUD  invites  interested 
persons  to  submit  comments  to  the 
Office  of  General  Counsel;  Rules  Docket 
Clerk;  Room  10276;  Department  of 
Housing  and  Urban  Development;  451 
Seventh  Street  SW.;  Washington,  DC 
20410-0500.  Comments  should  refer  to 
the  docket  number  and  title.  A  copy  of 


each  comment  received  will  be 
available  for  public  inspection  and 
copying  during  regular  business  hours  at 
this  address. 

FOR  FURTHER  INFORMATION  CONTACT: 

Steven  J.  Martin;  Director,  Office  of 
Insured  Single  Family  Housing;  Room 
9226;  Department  of  Housing  and  Urban 
Development;  451  Seventh  Street  SW.; 
Washington,  DC  20410-8000;  telephone 
(202)  755-3046.  (This  is  not  a  toll-free 
number.) 

SUPPLEMENTARY  INFORMATION:  The 

information  collection  requirements 
contained  in  this  rule  have  been 
submitted  to  the  Office  of  Management 
and  Budget  (OMB)  for  review  under  the 
Paperwork  Reduction  Act  of  1980  and 
have  been  assigned  OMB  control 
number  2502-0059.  Public  reporting 
burden  for  each  of  these  collections  of 
information  is  estimated  to  include  the 
time  for  reviewing  the  instructions, 
searching  existing  data  sources, 
gathering  and  maintaining  the  data 
needed,  and  completing  and  reviewing 
the  collection  of  information. 

Information  on  the  estimated  public 
reporting  burden  is  provided  under  the 
Preamble  heading,  Findings  and 
Certifications.  Send  comments  regarding 
this  burden  estimate  or  any  other  aspect 
of  this  collection  of  information, 
including  suggestions  for  reducing  this 
burden,  to  the  Department  of  Housing 
and  Urban  Development,  Rules  Docket 
Clerk,  451  Seventh  Street  SW.,  Room 
10276,  Washington,  DC  20410;  and  to  the 
Office  of  Information  and  Regulatory 
Affairs,  Office  of  Management  and 
Budget,  Washington,  DC  20503. 

Statutory  Basis 

This  rule  would  implement  section  406 
of  the  Housing  and  Community 
Development  Act  of  1987  (Pub.  L.  100- 
242,  approved  February  5, 1988.)  (the 
1987  Act).  Section  406(a)  establishes  a 
new  section  203(g)  of  the  National 
Housing  Act  (NHA).  Section  203(g)(1) 
authorizes  HUD  (1)  to  insure  single 
family  mortgages  under  title  II  of  the 
NHA,  or  (2)  to  approve  substitute 
mortgagors  for  single  family  mortgages 
insured  under  title  II,  only  if  the 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence,  as  determined  by  HUD. 
(Section  203(g)(4)  defines  “substitute 
mortgagor”  to  mean  a  person  who,  upon 
the  release  by  a  mortgagee  of  a  previous 
mortgagor  from  personal  liability  on  the 
mortgage  note,  assumes  this  liability 
and  agrees  to  pay  the  mortgage  debt.) 

Sections  203(g)(2)  and  (3)  contain 
modifications  to  section  203(g)(l)’s 
occupancy  limitation.  Subsection  (g)(2) 
provides  that  the  occupancy 


requirement  applies,  only  if  the 
mortgage  involves  a  principal  obligation 
that  exceeds  75  percent  of  the  loan-to- 
value  ratio  or  comparable  limitation 
under  the  insuring  authority  involved. 
Subsection  (g)(3)  exempts  from  the 
occupancy  requirement  the  following 
mortgagors  (or  co-mortgagors-  as 
appropriate): 

a.  The  Alaska  Housing  Authority,  and 
the  Governments  of  Guam  and  Hawaii, 
or  any  agency  or  instrumentality  thereof, 
under  section  214  of  the  NHA  (Insurance 
of  Mortgages  on  Property  in  Alaska, 
Guam,  and  Hawaii); 

b.  The  Department  of  Hawaiian  Home 
Lands  under  section  247  of  the  NHA 
(Mortgage  Insurance  on  Hawaiian  Home 
Lands); 

c.  A  private  nonprofit  or  public  entity, 
as  provided  by  section  221(h)  or  235(j)  of 
the  NHA  (insurance  of  mortgages 
executed  by  nonprofit  organizations 
(and  public  entities,  in  the  case  of 
section  235(j))  to  finance  the  purchase  or 
rehabilitation  of  deteriorating  or 
substandard  housing  for  subsequent 
resale  to  low-income  home  purchasers); 

d.  A  serviceperson  whose  inability  to 
meet  the  occupancy  requirement  stems 
from  his  or  her  duty  assignment,  as 
provided  by  sections  216  (Waiver  of 
Occupancy  Requirements  for 
Servicemen)  and  222  (Mortgage 
Insurance  for  Servicemen)  of  the  NHA; 

e.  An  Indian  tribe,  as  provided  in 
section  248  of  the  NHA  (Mortgage 
Insurance  on  Indian  Reservations);  or 

f.  A  participant  in  the  Rehabilitation 
Loan  Insurance  program  under  section 
203(k)  of  the  NHA, 

Section  406(b)  of  the  1987  Act 
contains  a  number  of  “conforming” 
amendments  that  are  designed  to  give 
effect  to  the  new  section  203(g) 
throughout  the  various  single  family 
insuring  authorities  in  title  II  of  the 
NHA.  Sections  406(d)  and  (e)  of  the  1987 
Act  give  the  provisions  of  section  203(g) 
and  section  406(b)’s  “conforming" 
changes  prospective  effect  only. 

Section  406(c)  of  the  1987  Act  repealed 
HUD’s  mortgage  insurance  authority  for 
seasonal  homes.  This  provision  has 
been  implemented  by  separate  rule 
making.  (See  52  FR  8874,  published 
March  18, 1988.) 

Definitions:  Principal  Residence  and 
Secondary  Residence 

The  rule  would  define  "principal 
residence"  and  “secondary  residence” 
as  follows.  “Principal  residence”  would 
mean  the  dwelling  where  the  mortgagor 
maintains  (or  will  maintain)  his  or  her 
permanent  place  of  abode  and  typically 
spends  (or  will  spend)  the  majority  of 
the  calendar  year.  “Secondary 
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residence"  would  mean  the  dwelling 
where  the  mortgagor  maintains  (or  will 
maintain)  a  part-time  place  of  abode 
and  typically  spends  (or  will  spend)  less 
than  the  majority  of  the  calendar  year.  A 
mortgagor  may  not  have  more  than  one 
principal  and  one  secondary  residence 
at  any  one  time. 

These  definitions  are  designed  to 
provide  general,  non-technical  guidance 
for  the  Department’s  program  users. 
Where  the  insured  loan  is  intended  to 
finance  the  only  residence  to  be  owned 
by  the  mortgagor,  the  definitions  are 
relatively  uncomplicated:  the  issue  is 
whether  the  dwelling  should  be 
classified  as  a  principal  or  secondary 
residence.  Where,  however,  the  insured 
loan  is  to  finance  the  mortgagor’s 
second  residence,  the  Department  must 
assure  itself  that  the  prospective 
mortgagor  does  not  already  own  the 
type  of  residence  for  which  he  or  she 
seeks  HUD  mortgage  insurance. 

It  should  be  noted  that  in  determining 
how  a  residence  should  be  classified, 
the  Department  would  not  apply  the 
“calendar  year”  test  in  literal  fashion, 
by  simply  adding  up  the  number  of  days 
that  a  prospective  mortgagor  may  have 
lived  at  a  residence  over  the  past  year. 
The  Department  recognizes  that  use  of  a 
residence  may  vary  over  time, 
depending  on  factors  such  as  illness  or 
temporary  assignments  away  from 
home.  Thus,  the  Department  would 
consider  the  "typical”  usage  over  time 
(or  where  this  is  not  practicable,  other 
evidence  of  the  nature  of  the  abode)  to 
determine  whether  the  other  property 
qualifies  as  a  secondary  or  principal 
residence. 


Overall  Interpretation  of  Section  406  of 
the  1987  Act 

The  Department  believes  that  sections 
203(g)(1)  and  (2)  of  the  NHA  establish 
the  following  requirement:  HUD  may 
insure  a  single  family  mortgage  under 
title  II  of  the  NHA  with  a  loan-to-value 
(LTV)  or  comparable  limitation  above  75 
percent,  only  if  the  mortgagor  is  to 
occupy  the  dwelling  as  a  principal  or 
secondary  residence.  Stated  differently, 
these  provisions  divide  title  II  single 
family  mortgagors  into  two  general 
classes — investor  mortgagors  and  those 
who  will  occupy  the  property  as  a 
principal  or  secondary  residence — with 
investor  mortgages  having  a  maximum 
LTV  ratio  of  75  percent. 

Thus,  in  the  Department’s  view, 
section  203(g)  imposes  a  limit  only  on 
the  maximum  mortgage  amount  for 
investor  mortgagors.  The  provision  does 
not  require  HUD  to  make  mortgage 
insurance  available  for  any  class  of 
mortgages,  such  as  mortgages  covering 
properties  in  older,  declining  urban 
areas  or  for  disaster  victims.  It  does  not 
require  HUD  to  make  mortgage 
insurance  available  for  any  class  of 
mortgagors — principal  or  secondary 
residence  mortgagors,  or  investor 
mortgagors.  Further,  it  does  not 
prescribe  maximum  LTV  or  comparable 
ratios  for  mortgages  for  principal  or 
secondary  residences. 

In  the  Department’s  view,  all  of  these 
determinations  are  left  to  the  statutory 
provisions  governing  the  specific  single 
family  insuring  authorities  of  title  II — 
provisions  that  generally  confer 
considerable  amounts  of  discretion  on 


the  Department  and  frame  their 
requirements  in  terms  of  outer 
parameters,  rather  than  prescriptive 
dictates. 

As  noted  above,  section  406(b)  of  the 
1987  Act  contained  a  number  of 
“conforming"  amendments  to  the  NHA. 
These  amendments  had  two  primary 
purposes:  (1)  To  remove  owner-occupant 
requirements  for  mortgage  insurance 
throughout  the  NHA;  and  (2)  to  impose 
section  203(g)’s  LTV  and  comparable 
limitations  for  investor  mortgagors  on 
other  title  II  insuring  authorities  that 
provided  for  insurance  without  regard  to 
the  NHA’s  “eligibility"  requirements. 

Removal  of  owner-occupant 
requirements  throughout  the  NHA 
generally  had  the  effect  of  leaving  to 
HUD’s  discretion  the  classes  of 
mortgagors  (investor,  or  principal  or 
secondary  residence)  eligible  for 
insurance  under  the  program  involved. 
Similarly,  subjecting  other  single  family 
authorities  to  section  203(g)’s 
"eligibility”  requirement  had  the  effect 
of  imposing  a  LTV  limit  on  investor 
mortgagors,  but  left  to  HUD  discretion 
the  determination  of  the  classes  of 
mortgages  and  mortgagors  that  would  be 
eligible  for  mortgage  insurance  under 
the  provisions  involved. 

Classes  of  Mortgagors  for  Single  Family 
Insuring  Authorities 

The  following  chart  indicates  the 
mortgagors  who  would  be  eligible  to 
participate  in  each  of  the  Department’s 
single  family  mortgage  insuring 
authorities. 


Program 

Principal  resident  mortgagor 

Secondary  resident  mortgagor 

Investor  mortgagor 

Substitute  mortgagor 

Part  203: 

Basic  home 
mortgage. 

(§§  203.18(a)  and 
(c)). 

Yes . 

Yes . 

Yes . j 

Principal,  secondary,  investor. 

Special  LTV  for 
modestly  priced 
homes. 

(§  203. 1 8(a)(3)(i)). 

Yes . 

No . 

No . 

Principal,  secondary,  investor. 

Outlying  area  . 
properties. 

(§  203.18(d)). 

Yes . 

Yes . 

Yes . 

Principal,  secondary,  investor. 

Disaster  victims. 

(§  203.18(e)). 

Yes . 

No . 

No . 

Principal,  secondary,  investor. 

Alaska,  Hawaii. 

Guam.  (§  203.39). 

Yes  (public  entity  mortgagors 
can  obtain  insurance  without 
regard  to  any  principal/sec¬ 
ondary  residence  occupancy 
requirement/without  regard  to 
any  LTV  limitation  because  of 
failure  to  meet  this  occupancy 
requirement). 

Yes  (public  entity  mortgagors 
can  obtain  insurance  without 
regard  to  any  principal/sec¬ 
ondary  residence  occupancy 
requirement/without  regard  to 
any  LTV  limitation  because  of 
failure  to  meet  this  occupancy 
i  requirement). 

Yes . 

Principal,  secondary,  investor. 

I 
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Principal  resident  mortgagor  |  Secondary  resident  mortgagor 


Investor  mortgagor 


Substitute  mortgagor 


Military  service 
mortgagors. 
(§203.31). 


Refinancing 

mortgages. 

(§  203.43a(c)). 
Property  disposition 
sales  mortgages. 

(§  203.43(k)). 
Cooperative  units. 

(§  203.43c). 

Indian  land  claims. 

(§§  203.43d, 
203.43g,  and 
203.43j). 

Older  decling  areas. 

(§  203.43a). 
Federally  impacted 
areas.  (§  203.43e). 
Manufactured 
homes. 

(§  203.43f). 

Indian  land. 

(§  203.43h). 
Hawaiian 
homelands. 

(§  203.43i). 
Graduated  payment 
mortgages. 

(§  203.45  and  for 

substitute 

mortgagors, 

§  203.46). 
Adjustable  rate 
mortgages. 

(§  203.49). 

Growing  equity 
mortgages. 

(§  203.47). 
Rehabilitation  loans. 
(§  203.50). 

Part  213,  Subpart  C: 

Basic  cooperative 
housing  mortgage 
insurance. 

(Subpart  C). 

Older,  declining 
areas.  (§  213.550). 
Part  220: 

Basic  home 
mortgage. 

(§  220.30). 

Part  221: 

Basic  authority. 
(§221.20). 
Low-income 
homeowners. 

(§  221.60). 

Low-  and  moderate- 
income 
purchasers  of 
condominium 
units.  (§221.65). 
Part  222: 

Servicemen’s 

mortgage 

insurance.. 

Part  226: 

Armed  services 
housing  for 
civilian  employees. 
Part  233: 

Experimental 

housing. 

Part  234: 

Basic  authority. 

(§  234.27). 


Yes  (serviceperson  mortgagors 
can  obtain  insurance  without 
regard  to  any  principal/sec¬ 
ondary  residence  occupancy 
requirement  and  without 
regard  to  any  LTV  limitation 
because  of  failure  to  meet  this 
occupancy  requirement). 

Yes _ _ _ _ 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


..]  Principal,  secondary,  investor. 
.1  Principal,  secondary,  investor. 


Principal,  secondary,  investor. 
Principal,  secondary,  investor. 
Principal,  secondary,  investor. 


Principal  only. 
Principal  only. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 
Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  Investor. 
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Program 


Principal  resident  mortgagor 

Secondary  resident  mortgagor 

Investor  mortgagor 

Yes  (public  entity  mortgagors 
can  obtain  insurance  without 
regard  to  any  principal/sec¬ 
ondary  residence  occupancy 
requirement/without  regard  to 
any  LTV  limitation  because  of 
failure  to  meet  this  occupancy 
requirement). 

Yes  (serviceperson  mortgagors 
can  obtain  insurance  without 
regard  to  any  principal/sec¬ 
ondary  residence  occupancy 
requirement  and  without 
regard  to  any  LTV  limitation 
because  of  failure  to  meet  this 
occupance  requirement). 

Yes  (public  entity  mortgagors 
can  obtain  insurance  without 
regard  to  any  principal/sec¬ 
ondary  residence  occupancy 
requirement  and  without 
regard  to  any  LTV  limitation 
because  of  failure  to  meet  this 
occupancy  requirement). 

No . 

No . 

Yes . 

Yes . 

Yes . 

No . 

No . 

No . 

Yes . 

Yes . 

No . 

No . 

Substitute  mortgagor 


Alaska,  Guam,  and 
Hawaii.  (§  234.49). 


Military  service 
mortagors. 

(§  234.51). 


Refinancing 

mortgagors. 

(§  234.52). 

Older,  declining 
areas.  (§  234.68). 

Federally  impacted 
areas.  (§  234.69). 

Graduated  payment 
mortgages. 

(§  234.75  and  for 

substitute 

mortgagors, 

§  234.76). 

Adjustable  rate 
mortgage. 

(§  234.79). 

Growing  equity 
mortgages. 
(§234.77). 

Part  235: 

Homeownership 

assistance. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 


Principal,  secondary,  investor. 

Principal,  secondary,  investor. 
Principal,  secondary,  investor. 
Principal,  secondary,  investor. 


Principal,  secondary,  investor. 
Principal,  secondary,  investor. 

Principal,  secondary,  investor. 


1  Investor  mortgagors  may  participate  only  if  the  insured  financing  covers  property  that  is  to  be  built  or  acquired  and  rehabilitated  for  resale  to  a  qualified  principal 
or  secondary  resident  mortgagor. 


a.  Principal  Residents,  Secondary 
Residents,  and  Investors. 

All  three  classes  of  mortgagors — 
investor  mortgagors  and  those  who 
would  occupy  the  dwelling  as  principal 
or  secondary  residences — would  be 
eligible  to  participate  in  the  following 
programs: 

1.  Basic  home  mortgage  insurance 
(Parts  203,  220,  and  221); 

2.  Basic  condominium  unit  mortgage 
insurance  (Part  234); 

3.  Mortgage  insurance  for  outlying 
properties  (§  203.18(d)); 

4.  Mortgage  insurance  in  federally 
impacted  areas  (§§  203.43e  and  234.69); 

5.  Manufactured  home  mortgage 
insurance  (§  203.43f); 

6.  Insured  refinancing  (§  §  203.43a(c) 
and  234.52); 

7.  Property  disposition  sales  mortgage 
insurance  (§  203.43(k)); 

8.  Rehabilitation  loan  insurance 
(§  203.50); 

9.  Growing  equity  mortgage  (GEM) 
insurance  (§§  203.77  and  234.77); 

10.  Cooperative  unit  insurance  (Part 
213,  Subpart  C,  and  §  203.43c); 

11.  Experimental  housing  insurance 
(Part  233),  and 


12.  Mortgage  insurance  in  older, 
declining  urban  areas  (§§  203.43a, 
213.550,  and  234.68). 

The  rule  would  not  change  the 
availability  of  mortgage  insurance  under 
these  authorities:  They  would  remain 
available  to  investor  mortgagors,  as  well 
as  those  who  would  occupy  the  property 
as  a  principal  or  secondary  residence. 
The  rule  would,  however,  make  the 
eligibility  of  secondary  residence 
mortgagors  explicit  for  each  of  these 
authorities,  consistent  with  section 
203(g)(1)  of  the  NHA. 

b.  Principal  residence  only. 

Only  mortgagors  who  would  occupy 
the  property  as  a  principal  residence 
would  be  eligible  to  participate  in  the 
following  authorities: 

1.  The  special  LTV  ratios  for  homes 
with  appraised  values  of  $50,000  or  less 
(§  203.18(a)(2)(i)); 

2.  Disaster  victim  mortgage  insurance 
(§  203.18(e)); 

3.  Indian  land  claims  mortgage 
insurance  (§§  203.43d,  203.43g,  and 
203.43]); 

4.  Graduated  payment  mortgage 
(GPM)  and  adjustable  rate  mortgage 
(ARM)  insurance  (§§  203.45  and  234.75, 
and  §  §  203.49  and  234.79,  respectively); 


5.  Income-tested  homeownership 
programs  under  §§  221.60  and  221.65, 
and  Part  235; 

6.  Indian  land  and  Hawaiian  Home 
Lands  insurance  (§§  203.43h  and 
203.43i); 

7.  Serviceperson's  mortgage  insurance 
(§  §  203.31  and  234.51  and  Part  222);  and 

8.  Insurance  for  armed  forces  housing 
for  civilian  employees  (Part  226). 

Items  1.,  2.,  3.,  and  8.  provide  more 
favorable  treatment  for  participating 
mortgagors.  Item  1.  provides  a  higher 
LTV  ratio  for  modestly  priced  homes:  97 
percent  up  to  $50,000  appraised  value,  as 
opposed  to  the  normal  97  percent  of  the 
first  $25,000  and  95  percent  of  the 
second  $25,000.  Item  2.  provides  up  to  a 
100  percent  LTV  ratio  for  disaster 
victims.  Item  3.  makes  mortgage 
insurance  available  in  areas  where 
Indian  land  claims  make  FHA  insurance 
otherwise  unavailable.  Item  8.  provides 
special  treatment  for  armed  forces- 
related  housing. 

The  Department  believes  that  the 
special  benefits  of  each  of  these 
authorities  should  be  limited  to 
mortgagors  who  will  occupy  the 
property  as  a  principal  residence.  The 
special  features  of  each  of  these 
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programs  involve  increased  risk  of 
mortgage  default,  and  therefore, 
increased  financial  exposure  to  the 
Department.  The  Department  believes 
that  principal  residence  mortgagors 
have  the  greatest  and  most  immediate 
interest  in  ensuring  that  the  property  is 
maintained  and  that  mortgage  payments 
are  kept  current,  and  that  they  would, 
therefore,  be  in  the  best  position  to 
mitigate  the  Department’s  exposure. 

Thus,  the  rule  would  reserve  the  benefits 
of  these  special  provisions  for  those  who 
will  occupy  the  property  as  a  principal 
residence. 

The  rule  would  also  limit  two  of  the 
Department’s  alternative  mortgage 
instruments — GPMs  and  ARMs — to 
principal  residence  mortgagors.  As  with 
the  special  provisions  discussed  above, 
GPMs  have  the  capacity  to  increase  the 
Department's  financial  risk.  Limiting 
them  to  principal  residence  mortgagors 
would  help  reduce  this  risk.  The 
Department  believes  that  ARMs  should 
be  reserved  for  owner-occupants 
because  of  the  statutory  limit  on  the 
number  of  ARMs  that  may  be  insured 
each  year. 

To  the  extent  the  Department  has  the 
authority,  we  believe  that  it  would  be 
inappropriate  to  make  available 
homeownership  assistance  to  investors 
and  secondary  residence  mortgagors. 
Housing  assistance,  limited  as  it  is, 
should  be  reserved  for  principal 
residence  mortgagors. 

Finally,  insurance  under  items  6.  and 
7.  (Part  222)  is  limited  to  principal 
residents  by  statute.  Although  section 
203(g)(3)  exempts  mortgage  insurance 
for  servicepersons  from  section 
203(g)(l)’s  occupancy  requirement,  the 
Department  proposes  to  limit  this 
authority  to  principal  resident 
mortgagors,  in  order  to  maintain 
consistency  with  the  mortgage  insurance 
offered  under  Part  222. 

c.  Special  mortgagors. 

As  noted  above,  section  203(g)(3) 
exempts  a  number  of  mortgagors  from 
the  investor  loan  limitation  of  sections 
203(g)  (1)  and  (2).  This  special  provision 
includes  the  Alaska  Housing  Authority, 
and  the  governments  of  Guam  and 
Hawaii,  and  any  of  their  agencies  or 
instrumentalities  (§§  203.29  and  234.49); 
nonprofit  or  public  entity  mortgagors 
under  sections  221(h)  and  235(j)  of  the 
NHA;  and  rehabilitation  loan 
mortgagors  under  §  203.50. 

Regulatory  changes  are  needed  to 
implement  section  203(g)(3)  for  the 
Alaska,  Hawaii,  and  Guam  authority.  As 
noted  below,  the  Department  would 
specify  a  LTV  ratio  for  all  rehabilitation 
mortgagors. 


For  the  Alaska,  Guam,  Hawaii 
authority,  the  Department  has 
determined  that  section  203(g)(3)’s 
reference  to  the  inapplicability  of 
section  203(g)(l)’s  occupancy 
requirement  has  two  effects.  First,  it 
would  permit  these  mortgagors  to 
occupy  a  dwelling  without  regard  to  any 
principal  or  secondary  residence 
occupancy  requirement.  This  would  be 
in  keeping  with  the  literal  meaning  of 
section  203(g)(3)’s  reference  to  section 
203(g)(1). 

The  Department  also  believes  that  the 
reference  should  be  interpreted  as 
permitting  occupancy  in  covered 
housing  without  the  lower  LTV  ratio 
associated  with  investor  mortgagors. 

The  Department  believes  that  this 
conclusion  flows  naturally  from  the 
overall  effect  of  section  203(g),  which  (as 
noted  above)  is  basically  a  LTV 
limitation  on  "non-occupant” 
mortgagors.  This  interpretation  would, 
in  the  Department’s  view,  give  full  effect 
to  section  203(g)(3)’s  exemption  from  the 
otherwise  applicable  requirements  of 
section  203(g). 

d.  Substitute  Mortgagors. 

Substitute  mortgagors  (as  defined 
above)  could  generally  be  investors,  or 
principal  or  secondary  residents,  for 
each  of  the  authorities  described  in 
paragraphs  a.  and  b.  of  this  Section.  This 
would  be  so,  even  where  only  principal 
resident  mortgagors  would  qualify  for 
the  initial  insured  loan. 

In  most  cases,  the  special  purpose  of 
the  insuring  authority  that  limited  it 
originally  to  principal  residents  would 
not  continue  to  future  assumptors.  For 
example,  the  disaster  victim  insurance 
authority  (§  203.18(e))  serves  its  purpose 
when  its  more  favorable  LTV  provisions 
assist  the  victim  to  regain  his  or  her 
residence:  The  nature  of  a  subsequent 
assumptor  would  be  of  little  interest  to 
HUD  (provided,  of  course,  the 
assumptor  meets  all  other  applicable 
requirements).  Similarly,  once  a 
serviceperson  has  achieved 
homeownership  under  Part  222,  the 
Department  has  little  interest  in  the 
identity  of  a  later  assumptor.  In 
addition,  limiting  the  availability  of 
mortgage  insurance  for  assumptors  to 
principal  residents  could  affect  the 
saleability  of  the  property,  and  thereby 
jeopardize  the  Department’s  financial 
exposure. 

However,  the  Indian  and  Hawaiian 
mortgage  insurance  authorities  under 
sections  247  and  248  of  the  NHA, 
respectively,  would  be  restricted  to 
principal  residence  mortgagors  for 
purposes  of  both  initial  mortgage 
insurance  and  a  future  substitute 
mortgagor.  These  authorities  are 


designed  to  assist  Indian  and  Hawaiian 
mortgagors  achieve  homeownership.  To 
the  extent  that  the  Department  would 
have  authority  to  permit  secondary 
residents  and  investors  to  participate  in 
these  programs,  their  fundamental 
purpose  of  making  mortgage  insurance 
available  to  these  special  classes  of 
mortgagors  would  be  undermined. 

Loan-to-Value  Ratios 

The  Department  proposes  to  institute 
a  75  percent  LTV  ratio  (or  comparable 
cost  or  value  estimate  under  the 
program  involved)  for  investor 
mortgagors  under  the  programs  specified 
in  the  above  chart  as  permitting  this 
type  of  occupancy.  This  level  is  the 
maximum  permissible  under  section 
203(g)(2)  of  the  NHA,  and  should  be 
adequate  to  limit  the  incidence  of 
insurance  claims  against  the  Department 
under  the  authorities  involved. 

Mortgagors  of  secondary  residences 
would  have  a  uniform  85  percent 
provison.  This  amount  reflects  current 
practice  with  respect  to  secondary 
resident  mortgagors. 

The  Department  also  proposes  an  85 
percent  factor  for  both  secondary  and 
investor  mortgagors  under  the 
rehabilitation  loan  insurance  program 
(§  203.50).  As  noted  above,  section 
203(g)(3)  of  the  NHA  exempts  investor 
mortgagors  under  this  program  from  the 
75  percent  limitation.  The  85  percent 
figure  is  the  current  LTV  for 
rehabilitation  mortgagors,  and  the 
Department  believes  that  this  level  is 
appropriate  in  light  of  the  programmatic 
and  actuarial  considerations  for  the 
program.  For  principal  resident 
mortgagors,  the  LTV  for  the 
rehabilitation  loan  insurance  program 
(Section  203(k)  of  the  NHA)  would  be 
the  same  as  that  for  principal 
mortgagors  under  the  Section  203(b) 
program. 

Section  203(g)(1)  authorizes  the 
Department  to  approve  substitute 
mortgagors  who  would  occupy  the 
property  as  a  principal  or  secondary 
residence.  The  LTV  considerations  for 
these  occupancies  would  be  determined 
under  the  program  involved. 

The  statute  limits,  however,  the 
principal  loan  amount  for  investor 
substitute  mortgagors  to  75  percent  of 
the  appropriate  value  or  cost  amount. 
For  purposes  of  calculating  this  LTV 
limitation,  the  proposed  rule  would 
determine  the  value  or  comparable 
determination  as  of  the  date  that  the 
mortgage  was  originally  accepted  for 
insurance.  To  the  extent  that  the 
principal  amount  of  the  loan  to  be 
assumed  exceeds  the  75  percent 
limitation,  the  investor  mortgagor  would 
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be  required  to  "pay  down"  the  mortgage 
to  at  least  this  level.  The  Department 
believes  that  this  approach  is  necessary 
to  ensure  that  substitute  investor 
mortgagors  have  an  adequate  financial 
investment  in  the  property  to  safeguard 
the  Department’s  financial  exposure. 

Applicability 

Consistent  with  section  406(d)  of  the 
1987  Act,  the  rule  provides  that  the 
amendments  made  by  section  203(g)  of 
the  NHA  and  the  “conforming 
amendments  effected  by  section  406(b) 
of  the  1987  Act  apply  to  mortgages 
insured: 

a.  Pursuant  to  a  conditional 
commitment  or  a  master  conditional 
commitment  issued  by  HUD,  or  a 
certificate  of  reasonable  value  (CRV)  or 
a  master  CRV  issued  by  the  VA,  on  or 
after  February  5, 1988  (the  effective  date 
of  the  1987  Act);  or 

b.  In  accordance  with  the  direct 
endorsement  program  (24  CFR  203.163), 
if  the  approved  underwriter  of  the 
mortgagee  signs  the  appraisal  or  master 
appraisal  report  for  the  property  on  or 
after  February  5, 1988. 

These  amendments  would  apply  to 
substitute  mortgagors,  only  if  the 


original  mortgage  was  subject  to  the 
changes  brought  about  by  section  203(g) 
of  the  NHA  and  section  406(b)  of  the 
1987  Act. 

Findings  and  Certifications 

A  Finding  of  No  Significant  Impact 
with  respect  to  the  environment  has 
been  made  in  accordance  with  HUD 
regulations  in  24  CFR  Part  50,  which 
implements  section  102(2)(C)  of  the 
National  Environmental  Policy  Act  of 
1969, 42  U.S.C.  4332.  The  Finding  of  No 
Significant  Impact  is  available  for  public 
inspection  during  regular  business  hours 
in  the  Office  of  the  General  Counsel, 
Rules  Docket  Cleric,  at  the  above 
address. 

This  rule  does  not  constitute  a  "major 
rule”  as  that  term  is  defined  in  section 
1(b)  of  the  Executive  Order  on  Federal 
Regulations  issued  by  the  President  on 
February  17, 1981.  Analysis  of  the  rule 
indicates  that  it  would  not:  (1)  Have  an 
annual  effect  on  the  economy  of  $100 
million  or  more;  (2)  cause  a  major 
increase  in  costs  or  prices  for 
consumers,  individual  industries, 
Federal,  State  or  local  government 
agencies,  or  geographic  regions;  or  (3) 
have  a  significant  adverse  effect  on 


competition,  employment,  investment, 
productivity,  innovation,  or  on  the 
ability  of  United  States-based 
enterprises  to  compete  with  foreign- 
based  enterprises  in  domestic  or  export 
markets. 

In  accordance  with  the  provisions  of  5 
U.S.C.  605(b),  the  Undersigned  hereby 
certifies  that  this  rule  would  not  have  a 
significant  economic  impact  on  a 
substantial  number  of  small  entities. 
This  rule  implements  a  congressional 
mandate  that  changes  the  LTV  ratios  for 
nonoccupant  mortgagors  and  makes 
available  financing  on  owner-occupant 
terms  for  occupants  of  secondary 
residences.  Both  of  these  changes  are 
modest,  and  are  not  likely  to  have  much 
economic  effect  on  small  entities. 

The  collection  of  information 
requirements  contained  in  this  rule  have 
been  submitted  to  OMB  for  review 
under  section  3504(h)  of  the  Paperwork 
Reduction  Act  of  1980.  Sections 
203.31(a)(2)  and  234.51(b)  of  this 
proposed  rule  have  been  determined  by 
the  Department  to  contain  collection  of 
information  requirements.  Information 
on  these  requirements  is  provided  as 
follows: 


Tabulation  of  Annual  Reporting  Burden  Proposed  Rule— Single  Family  Mortgage  Insurance  Program  Occupant  and  Investor 

Mortgagors 


Description  of  information  collection 

Section  24  CFR 
affected 

Number  of 
respondents 

Number  of 
responses  per 
respondents 

Total  annual 
responses 

Hours  per 
response 

Total  hours 

Mortgagor  Notice  of  Intent  to  satisfy 
occupancy  requirement  upon  dis¬ 
charge  from  military.  (2501-0059). 

24  CFR 

203.31(a)(2), 

234.51(b). 

1,353,334 

1 

1,353.334 

0.005 

6,766.67 

6,766.67 

i _ _ r 

This  rule  was  listed  in  the 
Department’s  Semiannual  Agenda  of 
Regulations  published  on  April,  25, 1988 
(53  FR 13854, 13875)  under  Executive 
Order  12291  and  the  Regulatory 
Flexibility  Act  at  Sequence  Number  940. 

The  Catalog  of  Federal  Domestic 
Assistance  program  numbers  are 
sections  14.103, 14.108, 14.110, 14.115, 
14.117, 14.119, 14.120, 14.121, 14.123, 
14.133, 14.165, 14.166, 14.172,  and  14.175. 

List  of  Subjects 

24  CFR  Part  203 

Home  improvement,  Loan  programs: 
housing  and  community  development; 
Mortgage  insurance,  Solar  energy. 

24  CFR  Part  213 

Mortgage  insurance,  Cooperative. 


24  CFR  Part  220 

Home  improvement,  Mortgage 
insurance,  Urban  renewal,  Rental 
housing,  Loan  programs:  housing  and 
community  development,  Projects. 

24  CFR  Part  221 

Condominiums,  Low  and  moderate 
income  housing,  Mortgage  insurance, 
Displaced  families,  Single  family 
housing,  Projects,  Cooperatives. 

24  CFR  Part  222 

Condominiums,  Military  personnel, 
Mortgage  insurance. 

24  CFR  Part  226 

Government  employees,  Mortgage 
insurance,  Single  family  housing. 


24  CFR  Part  233 

Loan  programs:  housing  and 
community  development,  Mortgage 
insurance,  Experimental  housing, 
Projects. 

24  CFR  Part  234 

Condominiums,  Mortgage  insurance, 
Homeownership,  Projects,  Units. 

24  CFR  Part  235 

Condominiums,  Cooperatives,  Low 
and  moderate  income  housing,  Mortgage 
insurance,  Homeownership,  Grant 
programs:  housing  and  community 
development. 

Accordingly,  24  CFR  Parts  203,  213, 
220,  221,  222,  226,  233,  234,  and  235 
would  be  amended  to  read  as  follows: 
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PART  203— MUTUAL  MORTGAGE 
INSURANCE  AND  REHABILITATION 
LOANS 

1.  The  authority  citation  for  Part  203 
would  continue  to  read  as  follows: 

Authority:  Sections  203,  211,  National 
Housing  Act  (12  U.S.C.  1709, 1715b);  sec.  7(d), 
Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)).  In 
addition,  subpart  C  is  also  issued  under 
section  230,  National  Housing  Act  (12  U.S.C. 
1715u). 

2.  In  §  203.18,  the  introductory 
language  in  paragraphs  (a),  (a)(2),  and 
(a)(3)  would  be  revised:  paragraphs  (c), 

(d),  (e)(1)  and  (f)  would  be  revised;  and 
new  paragraph  (a)(4)  would  be  added,  to 
read  as  follows: 

§  203.18  Maximum  mortgage  amounts. 

(a)  Mortgagors  of  principal  or 
secondary  residences.  A  mortgage 
executed  by  a  mortgagor  who  is  to 
occupy  the  property  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  paragraph  (f) 
of  this  section)  may  not  exceed  the 
lesser  of  the  amounts  specified  in 
paragraphs  (a)  (1)  and  (2),  (a)  (1)  and  (3), 
or  (a)  (1)  and  (4)  of  this  section 
(whichever  applies),  as  follows: 
***** 

(2)  Loan-to-value  limitation — 
principal  residences — no  approval 
before  construction.  If  the  mortgage 
covers  a  dwelling  that  is  to  be  occupied 
as  a  principal  residence  (as  defined  in 
paragraph  (f)(1)  of  this  section)  and  that 
is  not  approved  for  mortgage  insurance 
before  the  beginning  of  construction,  the 
loan-to-value  ratio  may  not  exceed  90 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  mortgage  is 
accepted  for  insurance,  unless  the 
dwelling: 

***** 

(3)  Loan-to-value  limitation — 
principal  residences — approval  before 
construction.  If  the  mortgage  covers  a 
dwelling  that  is  to  be  occupied  as  a 
principal  residence  (as  defined  in 
paragraph  (f)(1)  of  this  section)  and  that 
is  approved  for  mortgage  insurance 
before  the  beginning  of  construction,  or 
that  meets  one  of  the  alternative 
conditions  listed  in  paragraph  (a)(2)  of 
this  section,  the  following  loan-to-value 
ratios  apply: 

***** 

(4)  Loan-to-value  limitation — 
secondary  residences.  If  the  mortgage 
covers  a  dwelling  that  is  to  be  occupied 
as  a  secondary  residence  (as  defined  in 
paragraph  (f)(2)  of  this  section),  the 
loan-to-value  ratio  may  not  exceed  85 
percent  of  the  appraised  value  of  the 


property  as  of  the  date  the  mortgage  is 
accepted  for  insurance. 
***** 

(c)  Mortgagors  of  dwellings  that  are 
not  principal  or  secondary  residences.  A 
mortgage  executed  by  a  mortgagor  who 
is  not  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
paragraph  (f)  of  this  section)  may  not 
exceed  the  lesser  of: 

(1)  The  applicable  dollar  limitation 
under  paragraph  (a)(1)  of  this  section  or 

(2)  75  percent  of  the  appraised  value 
of  the  property  as  of  the  date  the 
mortgage  is  accepted  for  insurance. 

(d)  Outlying  area  properties.  A 
mortgage  covering  a  single  family 
residence  that  is  located  in  an  area  in 
which  the  Commissioner  finds  that  it  is 
not  practicable  to  obtain  conformity 
with  many  of  the  requirements  essential 
to  the  insurance  of  mortgages  in  built- 
up,  urban  areas;  or  a  mortgage  covering 
a  single  family  dwelling  that  is  to  be 
used  as  a  farm  home  on  a  plot  of  land 
that  is  two  and  one-half  or  more  acres  in 
size  and  adjacent  to  an  all-weather 
public  road,  may  not  exceed: 

(1)  In  the  case  of  a  mortgagor  who  is 
to  occupy  the  dwelling  as  a  principal 
residence  (as  defined  in  paragraph  (f)(1) 
of  this  section): 

(i)  75  percent  of  the  dollar  limitation 
on  die  principal  obligation  for  a  one- 
family  residence  under  paragraph 
(a)(l)(i)  of  this  section.  This  limit  may  be 
increased  by  up  to  20  percent,  if 
necessary  to  account  for  the  increased 
cost  of  the  residence  due  to  the 
installation  of  a  solar  energy  system,  as 
defined  in  §  203.18a(b). 

(ii)  97  percent  of  the  appraised  value 
of  the  property  as  of  the  date  the 
mortgage  is  accepted  for  insurance,  if: 

(A)  The  Commissioner  approved  the 
dwelling  for  insurance  before  the 
beginning  of  construction;  or 

(B)  Construction  was  completed  more 
than  one  year  before  the  date  of  the 
application  for  insurance;  or 

(C)  The  Administrator  of  Veterans 
Affairs  approved  the  dwelling  for 
guaranty,  insurance,  or  direct  loan 
before  the  beginning  of  construction. 

(iii)  If  the  property  does  not  meet  the 
requirements  of  paragraph  (d)(l)(iii)  of 
this  section,  90  percent  of  the  appraised 
value  of  the  property  as  of  the  date  the 
mortgate  is  accepted  for  insurance. 

(2)  In  the  case  of  a  mortgagor  who  is 
to  occupy  the  dwelling  as  a  secondary 
residence  (as  defined  in  paragraph  (f)(2) 
of  this  section): 

(i)  The  amount  permitted  in  paragraph 
(d)(l)(i)  of  this  section,  or 


(ii)  85  percent  of  the  appraised  value 
of  the  property  as  of  the  date  the 
mortgage  is  accepted  for  insurance. 

(3)  In  the  case  of  a  mortgagor  who  is 
not  to  occupy  the  dwelling  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  paragraph  (f) 
of  this  section): 

(i)  The  amount  permitted  in  paragraph 
(d)(l)(i)  of  this  section,  or 

(ii)  75  percent  of  the  appraised  value 
of  the  property  as  of  the  date  the 
mortgage  is  accepted  for  insurance. 

(e)  Disaster  victims. 
***** 

(1)  The  mortgage  is  executed  by  a 
mortgagor  who  is  to  occupy  the  dwelling 
as  a  principal  residence  (as  defined  in 
paragraph  (f)(1)  of  this  section); 
***** 

(f)  Definitions.  As  used  in  this  section: 
(1)  “Principal  residence”  means  the 

dwelling  where  the  mortgagor: 

(1)  Maintains  (or  will  maintain)  his  or 
her  permanent  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
the  majority  of  the  calendar  year. 

A  person  may  have  only  one  principal 
residence  at  any  one  time. 

(2)  “Secondary  residence"  means  the 
dwelling  where  the  mortgagor: 

(i)  Maintains  (or  will  maintain)  a  part- 
time  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
less  than  the  majority  of  the  calendar 
year. 

A  person  may  have  only  one  secondary 
residence  at  any  one  time. 

3.  In  §  203.29,  paragraph  (c)  would  be 
revised  to  read  as  follows: 

§  203.29  Eligible  mortgages  In  Alaska, 
Guam,  or  Hawaii. 

***** 

(c)  If  the  Alaska  Housing  Authority,  or 
the  Government  of  Guam  or  Hawaii,  or 
any  agency  or  instrumentality  thereof,  is 
the  mortgagor  or  the  mortgagee,  or  if  the 
mortgagor  is  regulated  or  restricted  as  to 
rents  of  sales,  charges,  capital  structure, 
rate  of  return,  and  methods  of  operation 
to  such  an  extent  and  in  such  manner  as 
the  Commissioner  determines  advisable 
to  provide  reasonable  rental  and  sales 
prices  and  a  reasonable  return  on  the 
investment,  any  mortgage  otherwise 
eligible  for  insurance  under  this  subpart 
may  be  insured: 

(1)  In  any  case  where  the  Alaska 
Housing  Authority,  or  the  government  of 
Guam  or  Hawaii,  or  any  agency  or 
instumentality  thereof,  is  the  mortgagor , 
without  regard  to  any  requirement  that 
the  mortgagor  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  203.18(f)),  or  meet  loan-to-value  or 
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comparable  limitations  based  on  the 
failure  of  the  mortgagor  to  meet  this 
occupancy  requirement. 

(2)  Without  regard  to  any  requirement 
that  the  mortgagor  has  paid  on  account 
of  the  property  a  prescribed  percentage 
of  the  appraised  value  of  the  property; 
or 

(3)  Without  regard  to  any  requirement 
that  the  mortgagor  certify  that  the 
mortgaged  property  is  free  and  clear  of 
all  liens  other  than  the  mortgage  offered 
for  insurance  and  that  there  will  not  be 
any  unpaid  obligations  contracted  in 
connection  with  the  mortgage 
transaction  or  the  purchase  of  the 
mortgaged  property. 
***** 

4.  Section  203.31  would  be  revised  to 
read  as  follows: 

§  203.31  Mortgagor  of  a  principal 
residence  in  military  service  cases. 

(a)  A  mortgage  that  is  otherwise 
eligible  for  insurance  under  any  of  the 
provisions  of  this  part  may  be  insured 
without  regard  to  any  requirement 
contained  in  this  part  that  the  mortgagor 
occupy  the  dwelling  as  a  principal 
residence  (as  defined  in  §  203.18(f)(1))  at 
the  time  of  insurance,  or  that  the 
mortgagor  meet  loan-to-value  or 
comparable  limitations  based  on  the 
failure  of  the  mortgagor  to  meet  this 
occupancy  requirement,  if: 

(1)  The  Commissioner  is  satisfied  that 
the  inability  of  the  mortgagor  to  meet 
this  occupancy  requirement  is  by  reason 
of  his  or  her  entry  into  military  service 
after  the  filing  of  an  application  for 
insurance;  and 

(2)  The  mortgagor  expresses  an  intent 
(in  such  form  as  the  Commissioner  may 
prescribe)  to  meet  this  occupancy 
requirement  upon  his  or  her  discharge 
from  the  service. 

(b)  A  serviceperson  will  also  be 
considered  to  meet  the  occupancy 
requirement  referred  to  in  paragraph  (a) 
of  this  section  for  mortgage  insurance 
purposes,  if  the  following  conditions  are 
satisfied: 

(1)  The  serviceperson  and  his  or  her 
family  expect  to  meet  the  occupancy 
requirement  referred  to  in  paragraph  (a) 
of  this  section  for  two  or  more  years. 

The  Commissioner  may  shorten  this 
period  to  one  year,  if  (i)  the 
serviceperson’s  family  will  occupy  the 
property  for  at  least  one  year  and  (ii)  the 
serviceperson  is  assigned  to  a  combat 
zone  or  other  hazardous  duty  area 
where  the  family  cannot  accompany  him 
or  her;  and 

(2)  The  property  is  located  in  an  area 
in  which  the  prospects  of  resale  are 
reasonable. 


(Approved  by  the  Office  of  Management  and 
Budget  under  OMB  control  number  2502- 
0059) 

5.  In  §  203.43,  the  introductory 
language  in  paragraph  (c),  and 
paragraphs  (c)(l)(i)  and  (ii)  and  (k) 
would  be  revised,  to  read  as  follows: 

§  203.43  Eligibility  of  miscellaneous  type 
mortgages. 

***** 

(c)  The  Commissioner  may  insure 
under  this  part,  without  regard  to  any 
limitation  upon  eligibility  contained  in 
the  other  provisions  of  this  subpart,  any 
mortgage  given  to  refinance  an  existing 
mortgage  insured  under  the  National 
Housing  Act.  The  refinancing  mortgage 
must  meet  the  following  special 
requirements: 

(l)(i)  Except  as  provided  by  paragraph 
(c)(1)  (ii)  of  this  section,  the  refinancing 
mortgage  must  be  in  an  amount  that 
does  not  exceed  the  least  of  (A)  the 
original  principal  amount  of  the  existing 
mortgage;  (B)  the  sum  of  the  unpaid 
principal  balance  of  the  existing 
mortgage,  plus  loan  closing  charges 
approved  by  the  Commissioner;  or  (C)  in 
the  case  of  a  mortgagor  who  is  not  to 
occupy  the  dwelling  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  §  203.18(f)),  75 
percent  of  the  appraised  value  (or  other 
cost  or  value  estimate,  as  applicable)  of 
the  property  as  of  the  date  the  existing 
mortgage  was  originally  accepted  for 
insurance. 

(l)(ii)  In  the  case  of  graduated 
payment  mortgages  insured  under 
section  203  of  the  Act  pursuant  to 
section  245(a)  or  (b)  of  the  Act  (see 
§  203.45  of  this  part  or  §  203.46  in  the 
Code  of  Federal  Regulations  revised  as 
of  April  1, 1987)  *,  the  refinancing 
mortgage  must  have  a  principal  amount 
that  does  not  exceed  the  lesser  of: 

(A)  The  outstanding  balance  of  the 
existing  mortgage,  or 

(B)  In  the  case  of  a  mortgagor  who  is 
not  to  occupy  the  dwelling  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  §  203.18(f)),  75 
percent  of  the  appraised  value  (or  other 
cost  or  value  estate,  as  applicable)  of 
the  property  as  of  the  date  the  existing 
mortgage  was  originally  accepted  for 
insurance. 

***** 

(k)  The  Commissioner  may  insure 
under  this  part,  without  regard  to  any 
limitation  upon  eligibility  contained  in 
this  subpart,  any  mortgage  assigned  to 
the  Commissioner  in  connection  with 


1  Note:  The  section  245(b)  Modified  Graduated 
Payment  Mortgage  Program  in  S  203.46  was 
terminated  effective  October  13. 1987  (52  FR  32754. 
August  28, 1977). 


payment  under  a  contract  of  mortgage 
insurance,  or  executed  in  connection 
with  a  sale  by  the  Commissioner  of  any 
property  acquired  in  the  settlement  of  an 
insurance  claim  under  any  section  or 
title  of  the  National  Housing  Act. 

6.  In  §  203.43c,  paragraph  (g)  would  be 
revised  to  read  as  follows: 

§  203.43c  Eligibility  of  mortgages 
involving  a  dwelling  unit  in  a  cooperative 
housing  development 

***** 

(g)  The  mortgage  may  not  exceed  the 
balance  remaining  after  subtracting 
from  the  amount  determined  under 
§§  203.18(a)  or  (c),  203.18a,  and  203.18b 
of  this  part  an  amount  equal  to  the 
portion  of  the  unpaid  balance  of  the 
blanket  mortgage  covering  the 
cooperative  development  that  is 
attributable  to  the  dwelling  unit  that  the 
mortgagor  is  entitled  to  occupy  as  of  the 
date  the  mortgage  is  accepted  for 
insurance. 

***** 

7.  In  §  203.43d,  the  introductory 
language  and  paragraph  (a)(3)  would  be 
revised  to  read  as  follows: 

§ 203.43d  Eligibility  of  mortgages  In  certain 
communities. 

Notwithstanding  any  other 
requirements  of  this  subpart,  a  mortgage 
covering  a  one-  to  four-family  dwelling 
occupied  by  the  mortgagor  as  a  principal 
residence  (as  defined  in  § 203.18(f)(1))  is 
eligible  for  insurance  if  the  following 
requirements  are  met: 

(a)  *  *  * 

(3)  As  a  direct  result  of  the 
community's  temporarily  impaired 
economic  condition,  owners  of  homes  in 
the  community  occupied  as  prinicpal 
residences  (as  defined  in  §  203.18(f)(1)) 
have  been  involuntarily  unemployed  or 
underemployed  and  have,  thus,  incurred 
substantial  reductions  in  income  that 
significantly  impair  their  ability  to 
continue  timely  payment  of  their 
mortgages; 

***** 

8.  In  §203.43g,  paragraph  (a)(1)  would 
be  revised  to  read  as  follows: 

§203.43g  Eligibility  of  mortgages  in  certain 
communities. 

(a) 

(1)  The  mortgagor  is  to  occupy  the 
dwelling  as  a  prinicipal  residence  (as 
defined  in  §203.18(f)(l)). 
***** 

9.  In  §203.43j.  paragraph  (e)  would  be 
revised  to  read  as  follows: 

203.43)  Eligibility  of  mortgages  on 
Allegany  Reservation  of  Seneca  Nation  of 
Indians. 

***** 
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(e)  Purchase  for  principal  residence. 
The  mortgagor  must  be  a  purchaser  who 
intends  to  occupy  the  property  as  a 
principal  residence  (as  defined  in 
§  203.18(f)(1)).  Mortgages  may  not  be 
used  to  refinance  existing  mortgages. 
***** 

10.  In  §203.45,  paragraph  (g)  would  be 
revised  to  read  as  follows: 

§203.45  Eligibility  of  graduated  payment 
mortgages. 

***** 

(g)  This  section  applies  only  to 
mortgagors  who  are  to  occupy  the 
dwelling  as  a  principal  residence  (as 
defined  in  §203.18(f)(l)).  It  does  not 
apply  to  a  mortgage  that  meets  the 
requirements  of  §§203.18(a)(4),  203.18  (c) 
through  (e),  203.43.  203.43a,  203.43j,  or 
203.49. 

***** 

11.  In  §203.49,  paragraph  (h)  would  be 
revised  to  read  as  follows: 

§203.49  Eligibility  of  adjustable  rate 
mortgages. 

***** 

(h)  Cross-reference.  Sections  203.21 
(level  payment  amortization  provisions) 
and  203.44  (open-end  advances)  do  not 
apply  to  this  section.  This  section  does 
not  apply  to  a  mortgage  that  meets  the 
requirements  of  §§203.18(a)(4) 
(mortgagors  of  secondary  residences), 
203.18(c)  (mortgagors  of  dwellings  that 
are  not  principal  or  secondary 
residences),  203.18(d)  (outlying  area 
properties),  203.18(e)  (disaster  victims), 
203.43  (miscellaneous  type  mortgages), 
203.43c  (mortgages  involving  a  dwelling 
unit  in  a  cooperative  housing 
development),  203.43d  (mortgages  in 
certain  communities),  203.43e 
(mortgages  covering  houses  in  federally 
impacted  areas),  203.45  (graduated 
payment  mortgages),  and  203.47 
(growing  equity  mortgages). 
***** 

12.  In  §203.50,  paragraph  (f)  would  be 
revised  to  read  as  follows: 

§203.50  Eligibility  of  rehabilitation  loans. 
***** 

(f)  The  loan  may  not  exceed  an 
amount  which,  when  added,  to  any 
outstanding  indebtedness  of  the 
borrower  that  is  secured  by  the 
property,  creates  an  outstanding 
indebtedness  in  excess  of  the  lesser  of: 

(1)  The  limits  prescribed  in 

(i)  Section  203.18(a)  (1)  and  (3)  (in  the 
case  of  a  dwelling  to  be  occupied  as  a 
principal  residence,  as  defined  in 
§203. 18(f)(1)); 

(ii)  Section  203.18(a)  (1)  and  (4)  (in  the 
case  of  a  dwelling  to  be  occupied  as  a 
secondary  residence,  as  defined  in 
§203.18(f)(2)); 


(iii)  Section  203.18(c)  (in  the  case  of  a 
dwelling  to  be  occupied  neither  as  a 
principal  residence  nor  a  secondary 
residence,  except  that  the  loan-to-value 
rating  will  be  85  percent); 

(iv)  Section  203.18(a);  and 

(v)  Section  203.18(b),  based  upon  the 
sum  of  the  estimated  cost  of 
rehabilitation  and  the  Commissioner’s 
estimate  of  the  value  of  the  property 
before  rehabilitation;  or 

(2)  The  limits  prescribed  in  the 
authorities  listed  in  paragraphs  (0(1)  (0 
through  (v)  of  this  section,  based  upon 
110  percent  of  the  Commissioner’s 
estimate  of  the  value  of  the  property 
after  rehabilitation. 
***** 

13.  Part  203,  Subpart  A,  is  amended  by 
adding  a  new  section  after  §203.50  to 
read  as  follows: 

§203.51  Applicability. 

(a)  The  provisions  of  §§203.18  (a),  (c), 
(d),  (e)(1),  and  (0;  §203.29(c);  §203.31; 

§ 203.43(c);  §203.43c(g);  §203.43d(a), 
§203.43g(a)(l);  §  203.43 j(e);  §  203.45(g); 
§203.49(h);  and  §203.50{f)  of  this  subpart 
apply  to  mortgages  insured: 

(1)  Pursuant  to  a  Conditional 
Commitment  or  a  Master  Conditional 
Commitment  issued  by  the 
Commissioner,  or  a  Certificate  of 
Reasonable  Value  or  a  Master 
Certificate  of  Reasonable  Value  issued 
by  the  Administrator  of  Veterans 
Affairs,  on  or  after  February  5, 1988;  or 

(2)  In  accordance  with  the  Direct 
Endorsement  program  (24  CFR  200.163), 
if  the  approved  underwriter  of  the 
mortgagee  signs  the  Appraisal  Report  or 
Master  Appraisal  Report  for  the 
property  on  or  after  February  5, 1988. 

(b)  The  provisions  referred  to  in 
paragraph  (a)  of  this  section,  as  they 
existed  immediately  before  [insert 
effective  date  of  this  rule],  govern  the 
insurance  of  mortgages  that  do  not  meet 
the  conditions  of  that  paragraph  (a). 

14.  Section  203.258  would  be  revised 
to  read  as  follows: 

§  203.258  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  as 
provided  by  this  section. 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  §  203.43h  or  §  203.43i, 
only  if  the  mortgagor  is  to  occupy  the 
dwelling  as  a  principal  residence  (as 
defined  in  §  203.18(f)(1)). 

(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  with  respect  to  any 
mortgage  insured  under  this  part  (except 


a  mortgage  referred  to  in  paragraph 
(b)(1)  of  this  section),  if  the  substitute 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  203.18(f)). 

(3)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(2)  of  this  section  with 
respect  to  any  mortgage  insured  under 
or  pursuant  to  this  part  (except  a 
mortgage  referred  to  in  paragraph  (b)(1) 
of  this  section),  only  if  the  outstanding 
balance  of  the  mortgage  does  not  exceed 
75  percent  of  the  appraised  value  (or 
cost  or  value  estimate,  as  applicable)  of 
the  property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance. 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  only 
if  the  mortgage  executed  by  the  original 
mortgagor  of  the  mortgage  met  the 
conditions  of  §  203.51(a). 

(d)  Definition.  As  used  in  this  section, 
the  term  “substitute  mortgagor”  means  a 
person  who,  upon  the  release  by  a 
mortgagee  of  a  previous  mortgagor  from 
personal  liability  on  the  mortgage  note, 
assumes  this  liability  and  agrees  to  pay 
the  mortgage  debt. 

PART  213— COOPERATIVE  HOUSING 
MORTGAGE  INSURANCE 

15.  The  authority  citation  for  Part  213 
would  continue  to  read  as  follows: 

Authority:  Sections  211,  213,  National 
Housing  Act  (12  U.S.C.  1715b,  1715e);  section 
7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

16.  In  §  213.510,  paragraph  (a)  would 
be  revised  to  read  as  follows: 

§  213.510  Mortgage  maturity. 

(a)  Maturity.  The  mortgage  must  have 
a  maturity  satisfactory  to  the 
Commissioner  not  to  exceed  40  years 
from  the  date  of  the  beginning  of 
amortization.  However,  if  the  mortgage 
covers  property  released  from  a  sales 
project,  the  maturity  may  not  exceed  30 
years  from  the  beginning  of 
amortization,  or  35  years  from  that  date 
if  the  mortgagor  occupies  the  dwelling 
as  a  principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
24  CFR  203.18(f)  of  this  chapter).  This 
paragraph  applies  as  provided  in  24  CFR 
203.51  of  this  chapter. 
***** 

§  213.751  [Amended] 

17.  In  §  213.751(b),  a  new  entry  in  the 
listing  of  sections  would  be  added  at  the 
appropriate  place,  to  read  as  follows: 
“203.258  Substitute  mortgagors”. 
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18.  Part  213,  Subpart  D,  would  be 
amended  by  adding  a  new  section,  to 
read  as  follows: 

§  213.752  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner's 
approval  of  a  substitute  mortgagor,  as 
provided  by  paragraph  (b)  of  this 
section. 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  this  part,  if  the  substitute 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
24  CFR  203.18(f)  of  this  chapter). 

(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(1)  of  this  section  with 
respect  to  any  mortgage  insured  under 
this  part,  only  if  the  outstanding  balance 
of  the  mortgage  does  not  exceed  75 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance. 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  if  the 
mortgage  executed  by  the  original 
mortgagor  met  the  conditions  of  24  CFR 
203.51(a)  of  this  chapter. 

(d)  Definition.  For  purposes  of  this 
section,  the  term  “substitute  mortgagor” 
is  defined  as  provided  in  24  CFR 
203.258(d)  of  this  chapter. 

PART  220 — MORTGAGE  INSURANCE 
AND  INSURED  IMPROVEMENT  LOANS 
FOR  URBAN  RENEWAL  AND 
CONCENTRATED  DEVELOPMENT 
AREAS 

19.  The  authority  citation  for  Part  220 
would  continue  to  read  as  follows: 

Authority:  Sections  207,  211,  220,  National 
Housing  Act  (12  U.S.C.  1713, 1715b,  1715k): 
section  7(d),  Department  of  Housing  and 
Urban  Development  Act  (42  U.S.C.  3535(d)). 

20.  In  §  220.30,  the  introductory 
language  in  paragraphs  (a),  (a)(1),  (a)(2), 
and  (a)(3)  would  be  revised;  paragraphs 
(a)(4),  (a)(5)  and  (c)  would  be  revised; 
and  new  paragraphs  (a)(6),  (d),  and  (e) 
would  be  added,  to  read  as  follows: 

§  220.30  Maximum  mortgage  amounts— 
loan-to-value  limitation. 

(a)  Mortgagors  of  principal  or 
secondary  residences.  A  mortgage 
executed  by  a  mortgagor  who  is  to 
occupy  the  dwelling  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  paragraph  (d) 


of  this  section)  may  not  exceed  the 
following: 

(1)  New  construction— principal 
residences— prior  approval.  If  the 
mortgage  covers  a  dwelling  that  is  to  be 
occupied  as  a  principal  residence  and 
that  is  approved  for  mortgage  insurance 
before  the  beginning  of  construction,  the 
sum  of  the  following  percentages  of  the 
Commissioner’s  estimate  of  the 
replacement  cost  of  the  property  as  of 
the  date  the  mortgage  is  accepted  for 
insurance: 

*  *  *  *  * 

(2)  New  construction— principal 
residences — no  prior  approval.  If  the 
mortgage  covers  a  new  dwelling  under 
construction  that  is  to  be  occupied  as  a 
principal  residence  and  that  is  approved 
for  mortgage  insurance  after  the 
beginning  of  construction,  90  percent  of 
the  Commissioner’s  estimate  of  the 
replacement  cost  of  the  property  as  of 
the  date  the  mortgage  is  accepted  for 
insurance: 

***** 

(3)  Existing  construction — principal 
residences— prior  approval.  If  the 
mortgage  covers  an  existing  dwelling 
that  is  to  be  occupied  as  a  principal 
residence  and  that  was  approved  for 
mortgage  insurance  before  the  beginning 
of  construction,  or  the  construction  of 
which  has  been  completed  for  more  than 
one  year,  the  sum  of  the  Commissioner’s 
estimate  of  the  cost  of  repair  or 
rehabilitation,  plus  the  Commissioner’s 
estimate  of  the  value  of  the  property 
before  rehabilitation,  in  the  following 
percentages: 

***** 

(4)  Existing  construction— principal 
residences — no  prior  approval.  If  the 
mortgage  covers  an  existing  dwelling 
that  is  to  be  occupied  as  a  principal 
residence  and  that  was  not  approved  for 
mortgage  insurance  before  the  beginning 
of  construction,  and  the  construction  of 
which  has  been  completed  less  than  one 
year,  90  percent  of  the  sum  of  the 
Commissioner's  estimate  of  the  cost  of 
repair  or  rehabilitation,  plus  the 
Commissioner’s  estimate  of  the  value  of 
the  property  before  rehabilitation. 

(5)  Secondary  residences.  If  the 
mortgage  covers  a  dwelling  that  is  to  be 
occupied  as  a  secondary  residence,  85 
percent  of: 

(i)  The  Commissioner’s  estimate  of  the 
replacement  cost  of  the  property  as  of 
the  date  the  mortgage  is  accepted  for 
insurance,  in  the  case  of  a  mortgage 
covering  a  newly  constructed  dwelling. 

(ii)  The  sum  of  the  Commissioner’s 
estimate  of  the  cost  of  repair  or 
rehabilitation,  plus  the  Commissioner's 
estimate  of  the  value  of  the  property 


before  rehabilitation,  in  the  case  of  a 
mortgage  covering  an  existing  dwelling. 

(6)  Refinancing.  In  a  case  under 
paragraph  (a)(3),  (a)(4),  or  (a)(5)(ii)  of 
this  section  that  involves  the  refinancing 
of  existing  indebtedness,  the  sum  of  the 
following: 

(i)  The  estimated  cost  of  repair  and 
rehabilitation. 

(ii)  The  amount  (as  determined  by  the 
Commissioner)  required  to  refinance  the 
existing  indebtedness  secured  by  the 
property. 

(iii)  Any  existing  indebtedness  (as 
determined  by  the  Commissioner) 
incurred  in  connection  with  improving, 
repairing,  or  rehabilitating  the  property. 
***** 

(c)  Mortgagors  of  dwellings  that  are 
not  principal  or  secondary  residences.  A 
mortgage  executed  by  a  mortgagor  who 
is  not  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
paragraph  (d)  of  this  section)  may  not 
exceed  75  percent  of: 

(1)  The  Commissioner’s  estimates  for 
the  appropriate  loan  type  under 
paragraphs  (a)(1)  through  (4)  of  this 
section  or 

(2)  The  amount  specified  in  paragraph 
(a)(6)  of  this  section. 

(d)  Definitions.  As  used  in  this 
section: 

(1)  "Principal  residence"  means  the 
dwelling  where  the  mortgagor 

(1)  Maintains  (or  will  maintain)  his  or 
her  permanent  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
the  majority  of  the  calendar  year. 

A  person  may  have  only  one  principal 
residence  at  any  one  time. 

(2)  “Secondary  residence"  means  the 
dwelling  where  the  mortgagor: 

(i)  Maintains  (or  will  maintain)  a  part- 
time  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
less  than  the  majority  of  the  calendar 
year. 

A  person  may  have  only  one  secondary 
residence  at  any  one  time. 

(e)  Applicability.  Paragraphs  (a),  (c), 
and  (d)  of  this  section  apply  as  provided 
in  24  CFR  203.51  of  this  chapter. 

§  220.251  [Amended] 

21.  In  §  220.251(a),  a  new  entry  in  the 
listing  of  sections  would  be  added  in  the 
appropriate  place,  to  read  as  follows: 
“203.258  Substitute  mortgagors”. 

22.  Part  220,  Subpart  B,  would  be 
amended  by  adding  a  new  section,  to 
read  as  follows: 

§  220.253  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
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note,  if  it  obtains  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  as 
provided  by  this  section. 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  this  part,  if  the  substitute 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  220.30(d)). 

(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(1)  of  this  section  with 
respect  to  any  mortgage  insured  under 
this  part,  only  if  the  outstanding  balance 
of  the  mortgage  does  not  exceed  75 
percent  of  the  Commisssioner’s  estimate 
of: 

(i)  The  replacement  cost  of  the 
property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance,  in 
the  case  of  a  dwelling  described  in 

§  220.30(a)  (1)  or  (2);  or 

(ii)  The  cost  of  repair  or  rehabilitation, 
plus  the  Commissioner’s  estimate  of  the 
replacement  cost  of  the  property  as  of 
the  date  the  mortgage  was  originally 
accepted  for  insurance,  in  the  case  of  a 
dwelling  described  in  §  220.30(a)  (3)  or 
(4). 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner's 
approval  of  a  substitute  mortgagor,  if  the 
mortgage  executed  by  the  original 
mortgagor  of  the  mortgage  met  the 
conditions  of  24  CFR  203.51(a)  of  this 
chapter. 

(d)  Definition.  As  used  in  this  section, 
the  term  “substitute  mortgagor”  means  a 
person  who,  upon  the  release  by  a 
mortgagee  of  a  previous  mortgagor  from 
personal  liability  on  the  mortgage  note, 
assumes  this  liability  and  agrees  to  pay 
the  mortgage  debt. 

PART  221— LOW  COST  AND 
MODERATE  INCOME  MORTGAGE 
INSURANCE 

23.  The  authority  citation  for  Part  221 
would  continue  to  read  as  follows: 

Authority:  Sections  211,  221,  National 
Housing  Act  (12  U.S.C.  1715b,  1715/;  section 
7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

24.  In  §  221.10,  the  introductory 
language  would  be  revised  to  read  as 
follows: 

§  221.10  Maximum  mortgage  amount— 
dollar  limitation. 

A  mortgage  executed  by  a  mortgagor 
who  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  221.20(c))  may  not  exceed: 


§  221.12  [Removed  and  Reserved] 

25.  Section  221.12  would  be  removed 
and  reserved. 

26.  In  §  221.20,  the  introductory 
language  in  paragraph  (a)(1)  would  be 
revised:  paragraph  (b)  would  be  revised: 
and  new  paragraphs  (a)(4)  and  (c)  would 
be  added,  to  read  as  follows: 

§  221.20  Maximum  mortgage  amount— 
loan-to-value  limitation. 
***** 

(a)  Mortgagors  or  principal  or 
secondary  residences.  (1)  if  the 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  (as  defined  in 
paragraph  (c)(1)  of  this  section),  the 
mortgage  may  not  exceed: 
***** 

(4)  If  the  mortgagor  is  to  occupy  the 
dwelling  as  a  secondary  residence  (as 
defined  in  paragraph  (c)(2)  of  this 
section),  the  mortgage  may  not  exceed 
85  percent  of  the  Commissioner’s 
estimates  referred  to  in  paragraph  (a)(1) 
(i)  or  (ii)  of  this  section,  as  appropriate. 

(b)  Mortgagors  of  dwellings  that  are 
not  principal  or  secondary  residences.  A 
mortgage  executed  by  a  mortgagor  who 
is  not  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
paragraph  (c)  of  this  section),  but  who  is 
to  use  the  insured  loan  proceeds  to 
facilitate  the  construction  or  the  repair 
or  rehabilitation  of  the  dwelling  and  to 
provide  financing  pending  subsequent 
resale  of  the  property  to  a  qualifying 
mortgagor  under  this  subpart,  may  not 
exceed  the  lesser  of  75  percent: 

(1)  Of  the  Commissioner’s  estimates 
referred  to  in  paragraph  (a)(1)  (i)  or  (ii) 
of  this  section,  as  appropriate,  or 

(2)  Of  the  value  of  the  property  as  of 
the  date  the  mortgage  is  accepted  for 
insurance. 

(c)  Definitions.  As  used  in  this  section: 
(1)  “Principal  residence"  means  the 

dwelling  where  the  mortgagor: 

(1)  Maintains  (or  will  maintain)  his  or 
her  permanent  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
the  majority  of  the  calendar  year. 

A  person  may  have  only  one  principal 
residence  at  any  one  time. 

(2)  "Secondary  residence”  means  the 
dwelling  where  the  mortgagor: 

(i)  Maintains  (or  will  maintain)  a  part- 
time  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
less  than  the  majority  of  the  calendar 
year. 

A  person  may  have  only  one  secondary 
residence  at  any  one  time. 

27.  In  §  221.30,  paragraph  (b)  would  be 
revised  to  read  as  follows: 


§  221 .30  Maturity  ot  mortgage. 
***** 

(b)  In  the  case  of  any  other  mortgagor, 
if  the  Commissioner: 

(1)  Determines  that  the  mortgagor: 

(1)  Is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  221.20(c))  and 

(ii)  Is  unable  to  make  the  required 
payments  under  a  mortgage  having  a 
shorter  amortization  period,  and 

(2)  Approved  the  dwelling  for 
mortgage  insurance  before  the  beginning 
of  construction,  or  the  Administrator  of 
Veterans  Affairs  approved  the  dwelling 
for  guaranty,  insurance,  or  direct  loan 
before  the  beginning  of  construction. 

28.  In  §  221.50,  the  introductory 
language  of  paragraph  (b)(1)  and 
paragraph  (b)(2)  would  be  revised,  and 
new  paragraphs  (b)  (3)  and  (4)  would  be 
added,  to  read  as  follows: 

§  221.50  Mortgagor’s  minimum 
investment 

***** 

(b)  *  *  * 

(1)  Loan-to-value  limitation — 
principal  residences — approval  before 
construction.  If  the  mortgage  covers  a 
dwelling  that  is  to  be  occupied  as  a 
principal  residence  (as  defined  in 

§  221.20(c)(1))  and  is  approved  for 
mortgage  insurance  before  the  beginning 
of  construction,  or  was  completed  more 
than  one  year  before  the  date  of  the 
application  for  mortgage  insurance,  the 
sum  of  the  following  percentages  of  the 
Commissioner’s  estimate  of  the 
appraised  value  of  the  property  as  of  the 
date  the  mortgage  is  accepted  for 
insurance  constitutes  the  maximum 
loan-to-value  ratio: 
***** 

(2)  Loan-to-value  limitation — 
principal  residences — no  prior  approval. 
A  loan-to-value  limitation  of  90  percent 
of  the  appraised  value  of  the  property  as 
of  the  date  the  mortgage  is  accepted  for 
insurance  is  required,  if  the  mortgage 
covers  a  dwelling  that  is  to  be  occupied 
as  a  principal  residence  (as  defined  in 

§  221.20(c)(1))  and  that  was  not 
approved  for  mortgage  insurance  before 
the  beginning  of  construction,  or 
completed  more  than  a  year  before  the 
date  of  the  application  for  mortgage 
insurance. 

(3)  Loan-to-value  limitation — 
secondary  residences.  A  loan-to-value 
limitation  of  85  percent  of  the  appraised 
value  of  the  property  as  of  the  date  the 
mortgage  is  accepted  for  insurance  is 
required,  if  the  mortgage  covers  a 
dwelling  that  is  to  be  occupied  as  a 
secondary  residence  (as  defined  in 

§  221.20(c)(2)). 
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(4)  Loan-to-value  limitation — 
mortgagors  of  dwellings  that  are  not 
principal  or  secondary  residences.  A 
loan-to-value  limitation  of  75  percent  of 
the  appraised  value  of  the  property  as  of 
the  date  the  mortgage  is  accepted  for 
insurance  is  required,  if  the  mortgage 
covers  a  dwelling  referred  to  in 
§  221.20(b). 

*  *  *  *  * 

29.  In  §  221.60,  paragraphs  (b)(1), 

(c)(1),  (c)(2),  and  (j)  would  be  revised  to 
read  as  follows: 

§  221.60  Eligibility  requirements  for  low* 
income  homeowners. 
***** 

(b)  Definitions.  *  *  * 

(1)  “Single  family  dwelling”  includes  a 
two-family  dwelling  in  which  the  owner 
occupies  one  of  the  units  as  a  principal 
residence  (as  defined  in  §  221.20(c)(1)). 
***** 

(c )  Types  of  transactions.  (l)The 
financing  of  the  purchase  of  a 
rehabilitated  single  family  dwelling  or  a 
rehabilitated  one-family  unit  in  a 
condominium  project  from  a  nonprofit 
mortgage  by  a  low-income  purchaser 
who  is  to  occupy  the  dwelling  as  a 
principal  residence  (as  defined  in 

§  221.20(c)(1)). 

(2)  The  rehabilitation  or  improvement 
and  refinancing  of  a  single  family 
dwelling  owned  by  a  mortgagor  who: 

(i)  Is  to  occupy  the  dwelling  as  a 
principal  residence  (as  defined  in 
§  221.20(c)(1))  and 

(ii)  Has  purchased  the  dwelling  from  a 
nonprofit  organization  that  is  engaged  in 
purchasing  and  rehabilitating 
substandard  housing,  and  selling  it  after 
rehabilitation. 

***** 

(j)  Interest  rate  increase — 
discontinuance  of  occupancy.  The 
mortgage  must  provide  that  if  the 
mortgagor  does  not  continue  to  occupy 
the  dwelling  as  a  princical  residence  (as 
defined  in  §  221.20(c)(1)),  the  interest 
rate  will  increase  to  the  maximum  rate 
in  effect  under  this  subpart  at  the  time 
the  commitment  for  insurance  was 
issued  on  the  project  mortgage  (where 
the  mortgage  finances  the  purchase  of 
the  property  from  a  nonprofit  mortgagor) 
or  on  the  individual  mortgage  (where  the 
mortgage  finances  the  rehabilitation  or 
improvement  and  refinancing  of 
property  owned  by  the  mortgagor).  If  the 
property  is  sold  to  one  of  the  following 
purchasers,  the  increase  in  interest  rate 
will  not  be  required: 

(1)  A  nonprofit  organization  that  has 
been  engaged  in  purchasing  and 
rehabilitating  deteriorating  and 
substandard  housing  with  financing 
provided  pursuant  to  section  221(h)  of 


the  National  Housing  Act,  except  that 
the  sale  must  be  to  the  same  nonprofit 
oiganization  from  which  the  unit  was 
purchased  if  the  mortgage  finances  the 
purchase. 

(2)  A  public  housing  agency  under  the 
United  States  Housing  Act  of  1937 
having  jurisdiction  over  the  area  in 
which  the  dwelling  is  located. 

(3)  A  low-income  purchaser  meeting 
the  income  requirements  of  section 
221(h)  of  the  Act. 

***** 

30.  In  §  221.65,  paragraphs  (b)  and 
(d)(4)  would  be  revised  to  read  as 
follows: 

§  221.65  Eligibility  requirements  for  a  low* 
and  moderate-income  purchaser  of  a  family 
unit  In  condominium. 
***** 

(b)  Purchaser  qualifications.  To 
qualify  as  a  mortgagor,  the  purchaser 
must: 

(1)  Occupy  the  dwelling  as  a  principal 
residence  (as  defined  in  §  220.20(c)(1)), 
and 

(2)  Be  approved  by  the  Commissioner 
as  having  an  income  within  the  limits 
prescribed  for  occupants  in  projects 
financed  with  a  below-market  interest 
rate  (BMIR)  mortgage  pursuant  to 

§§  221.501  et  seq. 

***** 

(d)  *  *  * 

(4)  It  shall  provide  that  if  the 
mortgagor  does  not  continue  to  occupy 
the  property  as  a  principal  residence  (as 
defined  in  §  221.20(c)(1)),  the  interest 
rate  shall  increase  to  the  maximum  rate 
in  effect  under  this  subpart  at  the  time 
the  commitment  for  insurance  was 
issued  on  the  project  mortgage,  except 
that  the  increase  in  interest  rate  shall 
not  be  applicable  if  the  property  is  sold 
to  one  of  the  following  purchasers: 

(i)  A  nonprofit  organization  approved 
by  the  Commissioner; 

(ii)  A  low-  or  moderate-income 
purchaser  meeting  the  requirements  of 
paragraph  (b)  of  this  section. 
***** 

31.  Part  221,  Subpart  A,  would  be 
amended  by  adding  a  new  center 
heading  and  a  new  §  221.70,  to  read  as 
follows: 

Applicability 

§  221.70  Applicability. 

(a)  The  provisions  of  §§  221.10;  221.20 
(a)  through  (c);  221.30(b);  221.50(b); 
221.60  (b)(1),  (c)(1),  (c)(2),  and  (j);  and 
221.65  (b)  and  (d)(4)  of  this  subpart,  and 
the  removal  of  §  221.12  of  this  subpart, 
apply  to  mortgages  insured: 

(1)  Pursuant  to  a  Conditional 
Commitment  or  a  Master  Conditional 
Commitment  issued  by  the 


Commissioner,  or  a  Certificate  of 
Reasonable  Value  or  a  Master 
Certificate  of  Reasonable  Value  issued 
by  the  Administrator  of  Veterans 
Affairs,  on  or  after  February  5, 1988;  or 

(2)  In  accordance  with  the  Direct 
Endorsement  program  (24  CFR  200.163  of 
this  chapter),  if  the  approved 
underwriter  of  the  mortgagee  signs  the 
Appraisal  Report  or  the  Master 
Appraisal  Report  for  the  property  on  or 
after  February  5, 1988. 

(b)  The  provisions  referred  to  in 
paragraph  (a)  of  this  section,  as  they 
existed  immediately  before  [insert 
effective  date  of  this  rule],  govern  the 
insurance  of  mortgages  that  do  not  meet 
the  conditions  of  that  paragraph. 

§221.251  [Amended] 

32.  In  §  221.251(a),  a  new  entry  in  the 
listing  of  sections  would  be  added  at  the 
appropriate  place,  to  read  as  follows: 
"203.258  Substitute  mortgagors". 

33.  Part  221,  Subpart  B,  would  be 
amended  by  adding  a  new  §  221.252,  to 
read  as  follows: 

§  221.252  Substitute  mortgagors 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  as 
provided  by  this  section. 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  this  part,  if  the  substitute 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  221.20(c)). 

(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(1)  of  this  section  with 
respect  to  any  mortgage  insured  under 
this  part,  only  if  the  outstanding  balance 
of  the  mortgage  does  not  exceed  75 
percent  of  the  Commissioner’s  estimate 
of: 

(i)  The  replacement  cost  of  the 
property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance,  in 
the  case  of  a  dwelling  described  in 

§  221.20(a)  (1)  or  (2);  or 

(ii)  The  cost  of  repair  or  rehabilitation, 
plus  the  Commissioner’s  estimate  of  the 
replacement  cost  of  the  property  as  of 
the  date  the  mortgage  was  originally 
accepted  for  insurance,  in  the  case  of  a 
dwelling  described  in  §  221.20(a)  (3)  or 
(4). 

(c)  Applicability.  The  provisions  of 
paragraph  (b)  of  this  section  apply  to  the 
Commissioner’s  approval  of  a  substitute 
mortgagor,  if  the  mortgage  executed  by 
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the  original  mortgagor  met  the 
conditions  of  §  221.70(a). 

(d)  Definition.  As  used  in  this  section, 
the  term  “substitute  mortgagor"  means  a 
person  who,  upon  the  release  by  a 
mortgagee  of  a  previous  mortgagor  from 
personal  liability  on  the  mortgage  note, 
assumes  this  liability  and  agrees  to  pay 
the  mortgage  debt. 

PART  222— SERVICEPERSON’S 
MORTGAGE  INSURANCE 

34.  The  authority  citation  for  Part  222 
would  continue  to  read  as  follows: 

Authority:  Sections  211,  222,  National 
Housing  Act  (12  U.S.C.  1715b,  1715m):  Section 
7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

35.  The  Part  heading  for  Part  222 
would  be  revised  to  read  as  set  forth 
above. 

§  222.1  [Amended] 

36.  In  §  222.1(a),  the  last  entry  in  the 
listing  of  sections  would  be  revised  to 
read  as  follows:  "203.51  Applicability”. 

37.  In  §  222.2,  paragraphs  (b),  (c),  and 
(d)  would  be  revised  to  read  as  follows: 

§  222.2  Definition  of  terms. 
***** 

(b)  "Certificate  of  eligibility”  means 
the  official  certificate  issued  by  the  ' 
Secretary  to  the  Federal  Housing 
Commissioner  which  establishes  that 
the  person  designated  on  the  certificate 
as  the  serviceperson  has  met  the 
eligibility  requirements  set  forth  in 
section  222  of  the  National  Housing  Act. 

(c)  “Serviceperson"  means  a  person  to 
whom  the  Secretary  has  issued  a 
certificate  of  eligibility. 

(d)  "Period  of  ownership  by 
serviceperson”  means  that  period  of 
time  during  which  a  service  branch  is 
required  to  pay  mortgage  insurance 
premiums  to  the  Federal  Housing 
Commissioner,  commencing  with  the 
date  the  Commissioner  endorses  a 
mortgage  for  insurance  and  terminating 
when  the  Secretary  furnishes  the 
Commissioner  with  a  certificate 
indicating  that  the  service  branch  will 
no  longer  be  liable  for  payment  of  the 
insurance  premiums  to  the 
Commissioner. 

§222.4  [Amended] 

38.  In  §  222.4,  paragraph  (c)  would  be 
removed. 

39.  In  §  222.6,  the  introductory 
language  in  paragraph  (a),  and 
paragraph  (b),  would  be  revised,  to  read 
as  follows: 

§  222.6  Application  of  payments. 

(a)  Notwithstanding  the  provisions  of 
§  203.24  of  this  chapter  and  until  the 
Commissioner  has  notified  the 
mortgagee  that  the  period  of  ownership 


by  serviceperson  has  been  terminated, 
the  mortgagor’s  monthly  payments  must 
be  applied  to  the  following  items  in  the 
order  set  forth: 

***** 

(b)  After  the  mortgagee  receives 
notification  from  the  Commissioner  that 
the  period  of  ownership  by 
serviceperson  has  been  terminated,  it 
must  apply  all  monthly  payments 
received  from  the  mortgagor  in  the  order 
set  forth  in  §  203.24  of  this  chapter. 

40.  Section  222.7  would  be  revised  to 
read  as  follows: 

§  222.7  Use  of  mortgage  proceeds. 

The  proceeds  of  mortgages  must  be 
used  for  the  purpose  of  financing  the 
construction  or  purchase  of  an  eligible 
dwelling  by  a  serviceperson. 

41.  Section  222.8  would  be  revised  to 
read  as  follows: 

§  222.8  Eligible  mortgagors. 

To  be  eligible  for  mortgage  insurance 
under  this  part,  the  mortgagor  must: 

(a)  Meet  the  requirements  of  24  CFR 
203.32  through  203.36  of  this  chapter; 

(b)  Hold  a  certificate  of  eligibility 
issued  by  the  Secretary,  indicating  that 
the  mortgagor  meets  the  eligibility 
requirements  of  section  222  of  the 
National  Housing  Act;  and 

(c)  Occupy  the  dwelling  as  a  principal 
residence  (as  defined  in  24  CFR 
203.18(f)(1)  of  this  chapter). 

42.  Section  222.50  would  be  revised  to 
read  as  follows: 

§  222.50  Transfer  of  insurance. 

The  insurance  of  a  mortgage  pursuant 
to  §  §  203.1  et  seq.  (Part  203,  Subpart  A); 

§  §  213.501  et  seq.  (Part  213,  Subpart  C); 

§  §  220.1  et  seq.  (Part  220,  Subpart  A); 

§§  221.1  et  seq.  (Part  221,  Subpart  A); 

§  §  226.1  et  seq.  (Part  226,  Subpart  A); 

§  §  227.1  et  seq.  (Part  227,  Subpart  A); 

§  §  234.1  et  seq.  (Part  234,  Subpart  A); 

§  §  235.1  et  seq.  (Part  235,  Subpart  A); 

§  §  237.1  et  seq.  (Part  237,  Subpart  A);  all 
of  this  chapter,  covering  a  single  family 
dwelling  or  a  family  unit  in  a 
condominium  project,  may,  with  the 
approval  of  the  Commissioner  and  upon 
the  request  of  the  mortgagee,  be 
transferred  for  insurance  under  this 
subpart,  if  the  mortgage  indebtedness 
has  been  assumed  by  a  serviceperson 
who: 

(a)  Holds  a  certificate  of  eligibility 
issued  by  the  Commissioner, 

(b)  Becomes  the  owner  of  the 
property,  and 

(c)  Either  occupies  the  property  as  a 
principal  residence  (as  defined  in  24 
CFR  203.18(f)(1)  of  this  Chapter)  or 
certifies  that  his  or  her  failure  to  do  so  is 
the  result  of  his  or  her  military 
assignment,  or,  in  the  case  of  the  Coast 


Guard  or  U.S.  National  Oceanic  and 
Atmospheric  Administration,  other 
assignment. 

43.  Part  222,  Subpart  A,  would  be 
amended  by  adding  a  new  section,  to 
read  as  follows: 

§  222.52  Applicability. 

The  provisions  of  §  §  222.2  (b)  through 

(d);  222.6;  222.7;  222.8;  and  222.50  apply 
as  provided  in  24  CFR  203.51  of  this 
Chapter. 

§  222.251  [Amended] 

44.  In  §  222.251(a),  the  listing  of 
sections  would  be  amended  by  adding  a 
new  entry  at  the  appropriate  place,  to 
read  as  follows:  "203.258  Substitute 
mortgagors”. 

45.  Part  222,  Subpart  B,  would  be 
amended  by  adding  a  new  section,  to 
read  as  follows: 

§  222.254  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  as 
provided  by  paragraph  (b)  of  this 
section. 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  this  part,  if  the  substitute 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
24  CFR  203.18(f)(1)  of  this  Chapter). 

(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(1)  of  this  section  with 
respect  to  any  mortgage  insured  under 
this  part,  only  if  the  outstanding  balance 
of  the  mortgage  does  not  exceed  75 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance. 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  if  the 
mortgage  executed  by  the  original 
mortgagor  of  the  mortgage  met  the 
conditions  of  24  CFR  203.51(a)  of  this 
Chapter. 

(d)  Definition.  For  purposes  of  this 
section,  the  term  “substitute  mortgagor" 
is  defined  as  provided  in  24  CFR 
203.258(d)  of  this  Chapter. 

PART  226— ARMED  SERVICES 
HOUSING— CIVILIAN  EMPLOYEES 
[SEC.  809] 

46.  The  authority  citation  for  Part  226 
would  continue  to  read  as  follows: 

Authority:  Sections  211,  807,  809,  National 
Housing  Act  (12  U.S.C.  1715b,  1748f,  1748h-l); 
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section  7(d),  Department  of  Housing  and 
Urban  Development  Act  (42  U.S.C.  3535(d)). 

§226.1  [Amended] 

47.  In  §  226.1(a),  the  last  entry  in  the 
listing  of  sections  would  be  removed. 

48.  Section  226.8  would  be  revised  to 
read  as  follows: 

§  226.8  Eligible  mortgagors. 

(a)  Eligibility  requirements.  No 
mortgage  may  be  insured  under  this 
part,  unless  it  is  executed  by  a 
mortgagor  who: 

(1)  Meets  the  employment  status 
requirements  set  forth  in  §  226.3;  and 

(2)  At  the  time  of  insurance: 

(i)  Is  the  owner  of  the  property;  and 

(ii)  Occupies  the  property  as  a 
principal  residence  (as  defined  by  24 
CFR  203.18(f)(1)  of  this  chapter)  or 
certifies  that  the  failure  to  do  so  is  the 
result  of  a  change  in  his  or  her 
employment. 

(b)  Applicability.  Paragraph  (a)  of  this 
section  applies  as  provided  in  24  CFR 
203.51  of  this  chapter. 

§226.251  [Amended] 

49.  In  §  226.251(a),  a  new  entry  in  the 
listing  of  sections  would  be  added  at  the 
appropriate  place,  to  read  as  follows: 
“203.258  Substitute  mortgagors”. 

50.  Part  226,  Subpart  B,  would  be 
amended  by  adding  a  new  §  226.252,  to 
read  as  follows: 

§  226.252  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  affect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner's 
approval  of  a  substitute  mortgagor,  as 
provided  by  paragraph  (b)  of  this 
section. 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  pursuant  to  this  part,  if  the 
substitute  mortgagor  is  to  occupy  the 
dwelling  as  a  principal  residence  or  a 
secondary  residence  (as  these  terms  are 
defined  in  24  CFR  203.18(f)  of  this 
chapter). 

(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(1)  of  this  section  with 
respect  to  any  mortgage  insured  under 
this  part,  only  if  the  outstanding  balance 
of  the  mortgage  does  not  exceed  75 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance. 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner's 
approval  of  a  substitute  mortgagor,  if  the 
mortgage  executed  by  the  original 
mortgagor  of  the  mortgage  met  the 


conditions  of  24  CFR  203.51(a)  of  this 
Chapter. 

(d)  Definition.  For  purposes  of  this 
section,  the  term  “substitute  mortgagor” 
is  defined  as  provided  in  24  CFR 
203.258(d)  of  this  chapter. 

PART  233— EXPERIMENTAL  HOUSING 
MORTGAGE  INSURANCE 

51.  The  authority  citation  for  Part  233 
would  be  revised  to  read  as  follows: 

Authority:  Sections  211,  233,  National 
Housing  Act  (12  U.S.C.  1715b,  1715x);  section 
7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

52.  In  §  233.5,  paragraph  (a)(5)  would 
be  removed  and  reserved,  and 
paragraph  (a)(3)  would  be  revised  to 
read  as  follows: 

§233.5  Cross-references. 

(a)  *  *  * 

(3)  The  limitations  upon  maximum 
mortgage  amounts  for  a  mortgagor  who 
is  not  to  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
24  CFR  203.18(f)  of  this  chapter)  do  not 
apply.  The  provisions  of  this  paragraph 
(a)(3)  apply  as  provided  by  24  CFR 
203.51  of  this  chapter. 
***** 

PART  234— CONDOMINIUM 
OWNERSHIP  MORTGAGE  INSURANCE 

53.  The  authority  citation  for  Part  234 
would  continue  to  read  as  follows: 

Authority:  Sections  211,  234,  National 
Housing  Act  (12  U.S.C.  1715b,  1715y);  section 
7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

54.  In  §  234.25,  paragraph  (c)(2)  would 
be  revised  to  read  as  follows: 

§  234.25  Mortgage  provisions. 
***** 

(c)  *  *  * 

(2)  Have  a  maturity  satisfactory  to  the 
Commissioner  of  not  more  than  30  years 
from  the  date  of  the  beginning  of 
amortization,  except  that  the  term  may 
be  up  to  35  years  from  that  date,  if  the 
mortgagor: 

(i)  Occupies  the  property  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  234.27(f));  and 

(ii)  Is  not  able,  as  determined  by  the 
Commissioner,  to  make  the  required 
payments  under  a  mortgage  having  a 
shorter  amortization  period. 
***** 

55.  In  §  234.26,  paragraphs  (e)  (2)  and 

(3)  would  be  revised  to  read  as  follows: 

§  234.26  Project  requirements. 


(e)  *  *  * 

(2)  An  application  for  mortgage 
insurance  of  a  unit  will  not  be  approved, 
if  approval  would  result  in  less  than  80 
percent  of  the  FHA-insured  mortgages 
covering  units  in  the  project  being 
occupied  by  mortgagors  or  comortgagors 
as  a  principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  234.27(f)). 

(3)  In  addition  to  the  other 
requirements  of  this  section,  in  order  for 
a  project  to  be  acceptable  to  the 
Secretary,  at  least  51  percent  of  all 
family  units  [i.e.,  both  FHA-insured  and 
conventionally  financed  units)  must  be 
occupied  by  the  owners  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  §  234.27(f)),  or 
must  have  been  sold  to  owners  who 
intend  to  meet  this  occupancy 
requirement. 

***** 

58.  In  §  234.27,  the  introductory 
language  in  paragraphs  (a),  (a)(2),  and 
(a)(3)  would  be  revised;  paragraph  (d) 
would  be  revised;  and  new  paragraphs 
(a)(4)  and  (e)  would  be  added,  to  read  as 
follows: 

§  234.27  Maximum  mortgage  amounts. 

(a)  Mortgagors  of  principal  or 
secondary  residences.  Except  for  “high- 
cost”  mortgage  limits  provided  for  in 
paragraph  (b)  of  this  section,  a  mortgage 
executed  by  a  mortgagor  who  is  to 
occupy  the  property  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  paragraph  (e) 
of  this  section)  may  not  exceed  the 
lesser  of  the  amounts  in  paragraphs 
(a)(1)  and  (a)(2),  (a)(1)  and  (a)(3),  or 
(a)(1)  and  (a)(4)  of  this  section 
(whichever  applies),  as  follows: 
***** 

(2)  Loan-to-value  limitation — 
principal  residences — no  approval 
before  construction.  If  a  family  unit  is  to 
be  occupied  as  a  principal  residence  and 
is  not  approved  for  mortgage  insurance 
before  die  beginning  of  construction,  the 
loan-to-value  ratio  may  not  exceed  90 
percent  of  the  appraised  value  of  the 
family  unit  as  of  the  date  the  mortgage  is 
accepted  for  insurance,  unless  the 
family  unit: 

***** 

(3)  Loan-to-value  limitation — 
principal  residences — approval  before 
construction.  If  a  family  unit  is  to  be 
occupied  as  a  principal  residence  and  is 
approved  for  mortgage  insurance  before 
the  beginning  of  construction,  or  it  meets 
one  of  the  alternative  conditions  listed 
in  paragraph  (a)(2)  of  this  section,  the 
following  loan-to-value  ratios  apply: 
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(4)  Loan-to-value  limitations — 
secondary  residences.  If  a  family  unit  is 
to  be  occupied  as  a  secondary 
residence,  the  loan-to-value  ratio  is  75 
percent  of  the  appraised  value  of  the 
family  unit  as  of  the  date  the  mortgage  is 
accepted  for  insurance. 
***** 

(d)  Mortgagors  of  dwellings  that  are 
not  principal  or  secondary  residences.  A 
mortgage  executed  by  a  mortgagor  who 
is  not  to  occupy  the  family  unit  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
paragraph  (e)  of  this  section)  may  not 
exceed  the  lesser  of: 

(1)  The  dollar  limitation  under 
paragraph  (a)(1)  of  this  section  or 

(2)  75  percent  of  the  appraised  value 
of  the  family  unit  as  of  the  date  the 
mortgage  is  accepted  for  insurance. 

(e)  Definitions.  As  used  in  this 
section: 

(1)  “Principal  residence”  means  the 
dwelling  where  the  mortgagor 

(1)  Maintains  (or  will  maintain)  his  or 
her  permanent  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
the  majority  of  the  calendar  year. 

A  person  may  have  only  one  principal 
residence  at  any  one  time. 

(2)  “Secondary  residence”  means  the 
dwelling  where  the  mortgagor: 

(i)  Maintains  (or  will  maintain)  a  part- 
time  place  of  abode  and 

(ii)  Typically  spends  (or  will  spend) 
less  than  the  majority  of  the  calendar 
year. 

A  person  may  have  only  one  secondary 
residence  at  any  one  time. 

57.  in  §  234.49,  paragraph  (a)  would  be 
revised  to  read  as  follows: 

§  234.49  Eligible  mortgages  in  Alaska, 
Guam,  or  Hawaii. 

(a)  If  the  Alaska  Housing  Authority,  or 
the  Government  of  Guam  or  Hawaii,  or 
any  agency  or  instrumentality  thereof,  is 
the  mortgagor  or  the  mortgagee,  or  if  the 
mortgagor  is  regulated  or  restricted  as  to 
rents  or  sales,  charges,  capital  structure, 
rate  of  return,  and  methods  of  operation 
to  such  an  extent  and  in  such  manner  as 
the  Commissioner  determines  advisable 
to  provide  reasonable  rental  and  sales 
prices  and  a  reasonable  return  on  the 
investment,  any  mortgage  otherwise 
eligible  for  insurance  under  this  subpart 
may  be  insured: 

(1)  In  any  case  where  the  Alaska 
Housing  Authority,  or  the  government  of 
Guam  or  Hawaii,  or  any  agency  or 
instrumentality  thereof,  is  the  mortgagor, 
without  regard  to  any  requirement  that 
the  mortgagor  occupy  the  dwelling  as  a 
principal  residence  or  a  secondary 
residence  (as  these  terms  are  defined  in 
§  234.27(e)),  or  meet  loan-to-value 


limitations  based  on  the  failure  of  the 
mortgagor  to  meet  this  occupancy 
requirement: 

(2)  Without  regard  to  any  requirement 
that  the  mortgagor  has  paid  on  account 
of  the  property  a  prescribed  percentage 
of  the  appraised  value  of  the  property; 
or 

(3)  Without  regard  to  any  requirement 
that  the  mortgagor  certify  that  the 
mortgaged  property  is  free  and  clear  of 
all  liens  other  than  the  mortgage  offered 
for  insurance  and  that  there  will  not  be 
any  unpaid  obligations  contracted  in 
connection  with  the  mortgage 
transaction  or  the  purchase  of  the 
mortgaged  property. 
***** 

58.  Section  234.51  would  be  revised  to 
read  as  follows: 

§  234.51  Mortgagor  of  principal  residence 
in  military  service  cases. 

A  mortgage  otherwise  eligible  for 
insurance  under  any  of  the  provisions  of 
this  part  may  be  insured  without  regard 
to  any  requirement  contained  in  this 
part  that  the  mortgagor  occupy  the 
dwelling  as  a  principal  residence  (as 
defined  in  §234.27(e)(l))  at  the  time  of 
insurance,  or  that  the  mortgagor  meet 
loan-to-value  limitations  based  on  his  or 
her  failure  to  meet  this  occupancy 
requirement,  if: 

(a)  The  Commissioner  is  satisfied  that 
the  inability  of  the  mortgagor  to  meet 
this  occupancy  requirement  is  by  reason 
of  his  or  her  entry  to  military  service 
after  the  filing  of  an  application  for 
insurance;  and 

(b)  The  mortgagor  expresses  an  intent 
(in  such  form  as  may  be  prescribed  by 
the  Commissioner)  to  meet  this 
occupancy  requirement  upon  his  or  her 
discharge  from  military  service. 

(Approved  by  the  Office  of  Management  and 
Budget  under  OMB  control  number  2502- 
0059). 

59.  In  §234.52,  the  introductory 
language  and  paragraph  (a)  would  be 
revised,  to  read  as  follows: 

§234.52  Refinancing  of  existing 
mortgages. 

The  Commissioner  may  insure  under 
this  part,  without  regard  to  any 
limitation  upon  eligibility  contained  in 
the  other  provisions  of  this  subpart,  any 
mortgage  covering  a  family  unit  given  to 
refinance  an  existing  mortgage  insured 
under  the  National  Housing  Act.  The 
refinancing  mortgage  must  meet  the 
following  special  requirements: 

(a)(1)  It  must  be  in  an  amount  that 
does  not  exceed  the  least  of: 

(i)  The  original  principal  amount  of 
the  existing  mortgage; 

(ii)  The  sum  of  the  unpaid  principal 
balance  of  the  existing  mortgage,  plus 


loan  closing  costs  approved  by  the 
Commissioner;  or 

(iii)  In  the  case  of  a  mortgagor  who  is 
not  to  occupy  the  dwelling  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  §  234.27(e)),  75 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  existing 
mortgage  was  originally  accepted  for 
insurance. 

(2)  In  the  case  of  graduated  payment 
mortgages  insured  under  section  234(c) 
of  the  Act  pursuant  to  section  245  (a)  or 
(b)  of  the  Act  (§234.75  or  234.76  (as  in 
effect  before  its  removal  at  52  FR  32754. 
published  August  28, 1987).  the 
refinancing  mortgage  must  have  a 
principal  amount  that  does  not  exceed 
the  lesser  of: 

(i)  The  outstanding  balance  of  the 
existing  mortgage,  or 

(ii)  In  the  case  of  a  mortgagor  who  is 
not  to  occupy  the  dwelling  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  §234.27(e)),  75 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  existing 
mortgage  was  originally  accepted  for 
insurance. 

***** 

60.  In  §234.75,  paragraph  (g)  would  be 
revised  to  read  as  follows: 

§234.75  Eligibility  of  graduated  payment 
mortgages. 

***** 

(g)  This  section  applies  only  to 
mortgagors  who  are  to  occupy  the 
dwelling  as  a  principal  residence  (as 
defined  in  §234.27(e)(l)).  It  does  not 
apply  to  a  mortgage  that  meets  the 
requirements  of  §234.27  (a)(4)  or  (d),  or 
§234.79. 

***** 

61.  In  §234.79,  paragraph  (h)  would  be 
revised  to  read  as  follows: 

§234.79  Eligibility  of  adjustable  rate 
mortgages. 

***** 

(h)  Cross-reference.  Sections  234.36 
(level  payment  amortization  provisions) 
and  234.70  (open-end  advances)  do  not 
apply  to  this  section.  This  section  does 
not  apply  to  a  mortgage  that  meets  the 
requirements  of  §§234.27(a)(4) 
(mortgagors  of  secondary  residences), 
234.27(d)  (mortgagors  of  dwellings  that 
are  not  principal  or  secondary 
residences),  234.68  (mortgages  covering 
housing  in  certain  neighborhoods), 
234.69  (mortgages  covering  housing  in 
federally  impacted  areas),  234.69a 
(mortgages  for  individually  owned 
condominium  units  for  existing 
multifamily  housing  demonstration), 
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234.75  (graduated  payment  mortgages), 
and  234.77  (growing  equity  mortgages). 
***** 

62.  Part  234,  Subpart  A,  would  be 
amended  by  adding  a  new  center 
heading  and  a  new  §  234.85,  to  read  as 
follows: 

Applicability 

§  234.85  Applicability. 

(a)  The  provisions  of  §§  234.25(c)(2), 
234.26(e)  (2)  and  (3);  234.27  (a),  (d),  and 
(e);  234.49(a);  234.51;  234.52;  234.75(g); 
and  234.79(h)  of  this  Subpart  apply  to 
mortgages  insured: 

(1)  Pursuant  to  a  Conditional 
Commitment  or  a  Master  Conditional 
Commitment  issued  by  the 
Commissioner,  or  a  Certificate  of 
Reasonable  Value  of  a  Master 
Certificate  of  Reasonable  Value  issued 
by  the  Administrator  of  Veterans 
Affairs,  on  or  after  February  5, 1988;  or 

(2)  In  accordance  with  the  Direct 
Endorsement  program  (24  CFR  200.163  of 
this  Chapter),  if  the  approved 
underwriter  of  the  mortgagee  signs  the 
Appraisal  Report  or  the  Master 
Appraisal  Report  for  the  property  on  or 
after  February  5, 1988. 

(b)  The  provisions  referred  to  in 
paragraph  (a)  of  this  section,  as  they 
existed  immediately  before  [insert 
effective  date  of  this  rule],  govern  the 
insurance  of  mortgages  that  do  not  meet 
the  conditions  of  that  paragraph  (a). 

§234.255  [Amended] 

63.  In  §  234.255(a),  a  new  entry  to  the 
listing  of  sections  would  be  added  at  the 
appropriate  place,  to  read  as  follows: 
“203.258  Substitute  mortgagors”. 

64.  Part  234,  Subpart  B,  would  be 
amended  by  adding  a  new  §  234.256,  to 
read  as  follows: 

§  234.256  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  as 
provided  by  paragraph  (b)  of  this  section 

(b)  Purchasing  mortgagor.  (1)  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  this  part,  if  the  mortgagor 
is  to  occupy  the  property  as  a  principal 
residence  or  a  secondary  residence  (as 
these  terms  are  defined  in  §  234.27(e)). 


53,  No.  191  /  Monday,  October,  3,  1988  /  Proposed  Rules  38859 


(2)  The  Commissioner  may  approve  a 
substitute  mortgagor  who  does  not  meet 
the  occupancy  requirement  referred  to  in 
paragraph  (b)(2)  of  this  section  with 
respect  to  any  mortgage  insured  under 
this  part,  only  if  the  outstanding  balance 
of  the  mortgage  does  not  exceed  75 
percent  of  the  appraised  value  of  the 
property  as  of  the  date  the  mortgage 
was  originally  accepted  for  insurance. 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  if  the 
mortgage  executed  by  the  original 
mortgagor  of  the  mortgage  met  the 
conditions  of  §  234.85(a). 

(d)  Definition.  As  used  in  this  section, 
the  term  “substitute  mortgagor”  means  a 
person  who,  upon  the  release  by  a 
mortgagee  of  a  previous  mortgagor  from 
personal  liability  on  the  mortgage  note, 
assumes  this  liability  and  agrees  to  pay 
the  mortgage  debt. 

PART  235 — MORTGAGE  INSURANCE 
AND  ASSISTANCE  PAYMENTS  FOR 
HOME  OWNERSHIP  AND  PROJECT 
REH  ABI  LIT  ATION 

65.  The  authority  citation  for  Part  235 
would  continue  to  read  as  follows: 

Authority:  Sections  211, 235,  National 
Housing  Act  (12  U.S.C.  1715b,  1715z);  section 
7(d),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)). 

§235.1.  [Amended] 

66.  In  §  235.1(a),  the  last  section  entry 
would  be  revised  to  read  as  follows: 
“203.51.  Applicability”. 

67.  In  §  235.2,  paragraph  (c)  would  be 
revised  to  read  as  follows; 

§  235.2  Basic  program  outline. 
***** 

(c)  Assistance  will  be  limited  to 
mortgagors  who  purchase  for  occupancy 
as  a  principal  residence  (as  defined  in  24 
CFR  203.18(f)  of  this  chapter)  new  or 
substantially  rehabilitated  single  family 
or  condominium  units. 
***** 

68.  Section  235.32  would  be  revised  to 
read  as  follows: 

§  235.32  Increased  maximum  mortgage 
amount  for  physically  handicapped 
persons. 

If  the  mortgage  relates  to  a  dwelling  to 
be  occupied  as  a  principal  residence  (as 
defined  in  24  CFR  203.18(f)  of  this 
chapter)  by  a  handicapped  person  as 


defined  in  §  235.5(c)(2),  the  dollar 
amount  limitation  under  §  235.25  or 
§  235.30  may  be  increased  in  such 
amount  as  may  be  necessary  to  reflect 
the  cost  of  making  the  dwelling 
accessible  to  and  usable  by  such  person, 
but  not  exceed  10  percent  of  such 
limitation. 

69.  A  new  §  235.50  would  be  added  in 
Subpart  A,  to  read  as  follows: 


§  235.201  [Amended] 

70.  In  §  235.201(a),  a  new  entry  to  the 
listing  of  sections  would  be  added  at  the 
appropriate  place,  to  read  as  follows: 
"203.258  Substitute  mortgagors”. 

71.  Part  235,  Subpart  B,  would  be 
amended  by  adding  a  new  §  235.206,  to 
read  as  follows: 

§  235.206  Substitute  mortgagors. 

(a)  Selling  mortgagor.  The  mortgagee 
may  effect  the  release  of  a  mortgagor 
from  personal  liability  on  the  mortgage 
note,  if  it  obtains  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  as 
provide  by  paragraph  (b)  of  this  section. 

(b)  Purchasing  mortgagor.  The 
Commissioner  may  approve  a  substitute 
mortgagor  with  respect  to  any  mortgage 
insured  under  this  part,  only  if  the 
mortgagor  is  to  occupy  the  dwelling  as  a 
principal  residence  (as  defined  in  24 
CFR  203.18(f)(1))  and  meets  all 
applicable  requirements  of  this  part. 

(c)  Applicability.  Paragraph  (b)  of  this 
section  applies  to  the  Commissioner’s 
approval  of  a  substitute  mortgagor,  if  the 
mortgage  executed  by  the  original 
mortgagor  of  the  mortgage  met  the 
conditions  of  24  CFR  203.51(a)  of  this 
chapter. 

(d)  Definition.  As  used  in  this  section, 
the  term  “substitute  mortgagor”  means  a 
person  who.  upon  the  release  by  a 
mortgagee  of  a  previous  mortgagor  from 
personal  liability  on  the  mortgage  note, 
assumes  this  liability  and  agrees  to  pay 
the  mortgage  debt. 

Dated:  July  1, 1988. 

Thomas  T.  Demery, 

Assistant  Secretary  for  Housing — Federal 
Housing  Commissioner. 
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§235.50  Applicability. 

The  provisions  of  §  §  235.2(c)  and 
235.32  apply  as  provided  in  24  CFR 
203.51. 
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